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DISASTER INSURANCE 


MONDAY, JANUARY 23, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovse Orrice BuiLpIineG, 
Washington, D. C. 

The committee met at 11 a. m., the Honorable Brent Spence, 
chairman, presiding. 

Present: Chairman Spence (presiding), and Messrs. Brown, Pat- 
man, O’Hara, Mrs. Sullivan, Messrs. Ashley, Wolcott, Kilburn, 
Widnall, McVey, and Nicholson. 

The CHarrMan. The committee will be in order. 

We are met this morning to consider all the bills on this subject of 
disaster insurance, due to natural or other causes. 

We are glad to have with us this morning Mr. Peterson, Civil 
Defense Administrator. 

We will be glad to have your views on the subject, Mr. Peterson. 


STATEMENT OF VAL PETERSON, ADMINISTRATOR, FEDERAL 
CIVIL DEFENSE ADMINISTRATION 


Mr. Perrerson. Mr. Chairman, I do not have a written statement. 
I thought I would address myself to the broad need in this area, and 
I will be glad to attempt to answer such questions as the chairman 
and the committee see fit to direct toward me. 

As the Federal Civil Defense Administrator, I have become involved 
in this matter of disaster relief because President Truman in January 
1953, by Executive Order 10427, directed that the President’s powers 
and responsibilities under Public Law 875, passed in 1950, be vested 
in the Federal Civil Defense Administrator. Public Law 875 is a 
very broad act which permits the President of the United States, and, 
by his delegation, the Federal Civil Defense Administration, to throw 
all of the resources of the American Government against these disasters 
that befall our people from time to time such as earthquakes, fires, 
tornadoes, and floods. Since I have been in charge of this activity 
in the last 3 years we have also dealt with a volcanic eruption in 
Hawaii, which threatened the city of Hilo, a very lovely city in the 
islands. 

Now, as I have gone about the country working on these disasters, 
I have made it a point not only to fly over the areas, and to drive 
through them, but I also walked through the areas and have conferred 
with the people who have suffered losses in these disasters in order 
to see with my own eyes what had befallen them. It appears to me 
that we have reached a situation where those of very limited means 
are quite well taken care of by the great American Red Cross, which 
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goes in to action immediately in these disasters, and does a very 
fine job. It is equipped, as you ladies and gentlemen of the commit- 
tee know, to rebuild homes where people are not able to do it for 
themselves, and to replace furniture. In the 3 years that I have been 
Federal Civil Defense Administrator, and in the 6 years immediately 
previous as a governor of a State, I have found the Red Cross, without 
exception to be doing a very, very fine job, an excellent job. 

These stricken people on the one extreme, then, are pretty well 
taken care of at present. At the other extreme, big business, by its 
very nature is pretty well taken care of because many large firms are 
scattered across America in such a manner that they follow insurance 
principles and spread the risk by the very virtue of their size and the 
dispersal of their operations. If they are caught in a flood in Con- 
necticut, the loss is spread across all of the many, and in some in- 
stances hundreds of stores they have across America, and they are able 
to protect themselves in reasonable fashion. 

Also, some of the large industries are able to absorb losses that occur 
in floods and other disasters, and the Federal Government is able to 
make loans to them through one source or another which prove 
helpful, such as the loan that the Government was able to guarantee 
for the New Haven Railroad when it borrowed some $10 million in 
Wall Street as a result of the recent floods in the Northeastern area 
of the United States. The Government was able to guarantee that 
loan up to 90 percent by utilizing certain funds at the disposal of the 
Director of the Office of Defense Mobilization. 

But there is, in between, these extremes of big business and the 
little man who has just a home, and possibly doesn’t even own the 
home, or the furniture in it, a tremendous number of people who, 
because there is no insurance in this field to cover flood disasters, 
are caught and sometimes completely wiped out in more or less the 
twinkling of an eye. I believe the committee might find it helpful 
to reduce this discussion to specific cases, and I should like to take one 
that illustrates the need, as I see it, for some type of insurance if it 
can be written on a feasible basis. 

I don’t believe I will use the name of the individual because it 
isn’t necessary, but I would be glad to make it available to the 
committee if it becomes desirable. 

In a town in Connecticut, in the Naugatuck Valley, a man whose 
father had gone into the dry-goods business in 1901, found himself, 
seconds or minutes before the disastrous flood hit there in August, 
owning a store building on a corner in this town worth $120,000 to 
$150,000. He had an inventory of $93,000 and owned equipment in 
the way of fixtures to display his merchandise valued at $30,000. 

He was completely wiped out in a matter of just minutes. I was 
in his store, walked all through it. There was not one piece of 
merchandise left following the flood, not one item of fixtures, and the 
building itself was a complete loss and was worse than a loss because 
somebody had to pay to remove the building from the premises. 

Now, this man, immediately following the flood, found himself with- 
out a business house, without an inventory, and without fixtures. 
He owned nothing in the world except 1 house, 1 automobile, and a 
$30,000 note due at the bank. The man was 55 years old. He and 
his father had been in the dry-goods business since 1901. He is a 
substantial member of his community. 
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The only thing that could be done for him, following this disaster, 
was for the Federal Government, through its Small Business Admin- 
istration, to come in and make him a loan. But for a man 55 years 
old, who has just suffered a loss of the magnitude indicated, to attempt 
to borrow the money to go back into business is not a very satisfactory 
solution. 

I don’t know what has happened to that man. I intend to follow 
that case up because he is typical of hundreds of cases of that type 
that occur across America from time to time. 

In addition, I saw a case equally bad in the city of New Bern, N. C. 
The disasters that befell North Carolina last fall were not quite as 
spectacular as those in the Northeast. However, they were just as 
disastrous for the people in them. 

I saw a man in the food business, a wholesaler, experience a loss of 
approximately $200,000 in about the same period of time that the 
man did in Connecticut. He was a food distributor in a number of 
counties in North Carolina. This man, I think, can continue to 
operate by borrowing money, but you can understand quite readily 
that men in this category of business usually cannot absorb losses of 
that kind and carry on. 

Now, there is another element in our society that finds itself in a 
most unfortunate circumstance. The very poor person will be taken 
care of by the Red Cross, but we have people in our communities, 
whom I have seen wiped out, scores of them, who have good jobs, 
maybe own their homes outright, and their furnishings, and have a 
little money in the bank. When one of these floods comes sweeping 
down their valleys—and floods can occur anywhere in the United 
States, they just did in California, where tomorrow I will be checking 
up on the job we are doing in that disaster—people can be wiped out 
in a very short period of time. 

Now, people who have a little money in the bank, and who own 
their homes, may not qualify for Red Cross assistance. They find, 
many times, that the savings of a lifetime are wiped out. 

It would seem that in America there would be enough ingenuity 
on the part of Americans, in the insurance industry, and in Government, 
to devise some means of meeting circumstances of this kind. These 
circumstances are not isolated. We are having, it seems, more and 
more disasters across our country—not only floods, but tornadoes. 
We have had small earthquakes, we will probably be visited by a big 
one again some day and this problem will be very acute if it hits a big 
city. We have had a voleano, we have had droughts and disasters 
of other types. 

Now, I have read as carefully as my time would permit the bill 
that is before this committee, rather one of the bills. I think it is a 
revision of H. R. 8177, which I believe has been introduced by Mr 
Wolcott, and I think it reflects the administration’s views in this area. 

It has been suggested by the administration that responsibility for 
this type of insurance be placed in the Housing and Home Finance 
Agency. Unquestionably, you will be calling those people before this 
committee, and I don’t know if you will be interested particularly in 
my views with respect to the bill, but I would just say this: In study- 
ing the bill, the question that arises in my mind is whether such a bill, 
if it is enacted, will permit the premiums to be set at such a rate that 
people will be in a position to buy the insurance? 
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I wasn’t able to translate the figures in this bill into an example, 
but if someone appearing before the committee would illustrate for 
the committee what the premium would be on a house, say, worth ten 
or fifteen thousand dollars, in one of these areas subject to floods, I 
think we can all determine very rapidly whether the formula outlined 
here will create a fee or a premium reasonable enough for people to 
buy it. It is my fear that the premium would have to be too high. 

I noticed in the New York Times yesterday the report of the in- 
surance industry in this field. You may have the report in your pos- 
session. I have not read the entire report, but I notice that the 
insurance industry, through a committee which has been studying 
this problem, states: 


It is still our considered opinion that flood insurance in any form whether 
undertaken by private companies or through an agency of the Government, 
would not provide the answer to the age-old problem. In any case flood control 
and a system of relief and rehabilitation will have to be pursued intelligently and 


effectively. 

Now, there is no question but what the best insurance against 
occurrences of this kind, as far as floods are concerned, is to do a 
better job of conserving the resources of America by a stepped-up 
program of soil conservation and flood control, generally. That is 
a long-term matter, and an expensive matter. I personally believe, 
as I said a while ago, that we should have enough ingenuity in this 
country to arrange some type of an insurance coverage program or 
spread-the-risk program that would permit the private individual, 
the homeowner, to participate in the program, the Government 
subsidizing to whatever extent is necessary. We should be able to 
adopt such a program so as to eliminate this situation where fine 
Americans are completely wiped out by an act of nature through 
absolutely no fault of their own. 

Now, President Eisenhower, when he came to Hartford, Conn., 
last August, to view the damage caused by the floods resulting from 
the hurricane, said very emphatically in the presence of the governors 
and Senators and Congressmen there assembled, and other public 
officials, that he should like to see a program of this kind worked out 
under which the insurance agency would bear the major responsibility 
for providing insurance of this kind, with the Federal Government 
underwriting it to whatever extent is necessary. 

The bill that I referred to a while ago, H. R. 8177, attempts to 
spread the cost of this program between the insured individual, the 
State governments, and the Federal Government. I see nothing 
wrong with such a formula. The only thing that I would fear, as a 
practical matter, is whether the premiums eventually would be so 
high that people would just simply not buy the insurance. If such 
were going to be the case, and if we could determine that the cost 
would be so high that people couldn’t afford to buy this insurance it 
would be better not to undertake the program. 

But I feel there is a need for something of this type, a real need 
for it, and I should like to see us, as American people, indicate the 
ingenuity that would permit such a program to go into effect. And 
I think it is a fine thing that your committee is meeting, that there 
are bills before you, that the Congress is going in to this subject, as it 
has before—I hope this time even further and with better effect for 
the people of the United States. 
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I believe, Mr. Chairman, that is all that would be appropriate for 
me to say at this time, except that I should like to add one thing, 
and that is that I am sympathetic with the views of the committee 
that made this study for the insurance industry, because I think 
anyone who has had any experience with matters of this type, and 
insurance generally, recognizes that this is a very, very difficult field 
in which to operate. It will take a tremendous amount of ingenuity 
to write a bill and make provisions that can be carried into effect 
practically, but I think nevertheless we should still try, and I think 
we have a right to throw a challenge at the insurance industry, which 
is strong, which has exercised tremendous influence for good in 
America, which has great resources, and which should be able to help 
the Government materially in sound, sensible developments in 
this field. 

Thank you very much. 

Mr. Brown. We have storm insurance now, don’t we? 

Mr. Pererson. We do not have, to the best of my knowledge, 
flood insurance. 

Mr. Brown. Would the premiums be much higher for floods than 
they are for storm insurance? 

Mr. Pererson. Yes, sir; because the only people who need flood 
insurance are those located in the areas where the damage is to be 
expected. In other words, the probabilities of floods in those valleys 
in Connecticut, or out in the Missouri Valley, or in certain other 
places, are quite high, and accordingly premiums are high. 

I have been thinking some about the possibility of including in 
one package insurance against every kind of a disaster. I don’t 
know enough about the insurance business to know whether that 
would be practical. If we could get these premiums down to a 
reasonable rate, somewhat like tornado insurance, wind insurance, or 
fire, then there would be no excuse for anyone not having that type 
of insurance. 

The CuHatrmMan. We couldn’t compel the States to participate. 
That would be optional on their part, would it not? 

Mr. Pererson. | would think so, Mr. Chairman; yes, sir. But ] 
would think the States would want to participate, as a 
service to the people of those States. 

The CuatrMan. If we present a practical solution to them? 

Mr. Peterson. Yes, sir. 

The CuarrmMan. What do you think would be the attitude of the 
insurance companies, the big insurance companies, if they find out. it 
is not feasible to participate? Do you think they would exercise 
their influence against the Government going into this field or not? 

Mr. Prersrson. I cannot believe so, Mr. Chairman. I think that 
the insurance people of America have the same interest in things 
that will benefit the American people that all the rest of us have. 
1 think they would be willing to, and would want to help the Govern- 
ment in every possible way in this field. 

The Cuairman. Some of these corporations have shown a spirit 
of not wanting the Government to go into fields which they consider 
competitive. There is the public power, for example, the REA. 
The big power corporations have fought that, and I don’t believe 
that, in many instances, they want to invade that field. But they 
don’t want anybody else to go into it. 


matter of 
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Wouldn’t that same spirit move them in this matter? 

Mr. Prererson. I would think the insurance ve al would not 
want the Government coming into the insurance field, and I per- 
sonally wouldn’t want it in the insurance field—I think it is better 
to keep Government out of these things if we can—but here is a real 
challenge to the insurance industry. If it does not want the Gov- 
ernment in this field, and if it wants to limit the Government’s 
participation in this field, as | would want to do, then it ought to get 
in and help the Government to meet the needs of these people. 

The Casta an. I think you have stated it very well. The question 

, Will they do it? The same obligation was on the private power 
csenanes. And they didn’t do it. 

If the large instance companies take the same attitude it will be 
a powerful influence against passing any satisfactory law on the 
subject; [hope they will not do it. I join with you in hoping they will 
not. 

Mr. Prerrerson. I think one thing is hopeful, in the insurance indus- 
try—and I have talked to no one in the industry—I think it is hopeful 
that the industry has already made these studies, and I would think 
the industry would have everything to gain and nothing to lose by 
pitching in and helping us try to take care of this need that exists in 
America today. 

The CHarrman. But the result of their studies is that this is not 
feasible. 

Mr. Pererson. That is correct, and | think that might be an easy 
conclusion to come to for anyone who approaches this subject, but 
I couldn’t accept it as conclusive. The fact that it is not easy, the 
fact that it is very difficult, I think, just constitutes a greater challenge 
to the Congress, to the administration, to the insurance industry, and 
the American people to take care of these people. 

Because, certainly, the fact that this man that I mentioned up in 
Connecticut was wiped out of business was no fault of his own. That 
sort of thing can happen to any of us, and we can’t rebuild America, 
we can’t move all the people out of the valleys who are now in them; 
we must continue to live in those valleys. It just seems to me that 
we confess « failure on the part of the Government and the insurance 
industry that I wouldn’t want to confess, if we say that because this 
problem is tough we can’t solve it. We have solved some other tough 
problems in this country, and T think here is another one we ought 
to get to. 

T think the committee just ought to challenge the insurance people 
right across the board, saying, “You come in and help us solve this 
problem. Don’t come in and tell us we can’t solve it. Come in and 
tell us how we are going to do it.”’ 

The CHarrman. They have said it is not feasible, period. They 
liave accepted that. It seems to me that is true from what I have 
read in the New York Times. I join with you in hoping that we 
won’t do anything to prevent a practical solutién to the problem. 

Mr. Kitpurn. Mr. Chairman, as I understand it, the insurance 
companies say that it isn’t practical for an insurance company to cover 
this insurance with a rate at which anyone would buy it; is that right? 

Mr. Prtrerson. I think that is correct. I haven’t read the entire 
report. Ihave read the New York Times summary. 
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Mr. Kitspurn. And I think that is probably true. 

Mr. Peterson. That may be true. 

The Cuarrman. What do you think might be included in this 
insurance to make it more acceptable to more people? What other 
injuries and damages might be insured against besides floods? Atomic 
explosions? war damage? 

Mr. Perrerson. I would be rather dubious about trying to include 
war damage, in view of the tremendous destructiveness of these 
weapons that we face in the world today. 

I think maybe that problem will have to be approached in a different 
way. I don’t believe it would be practical to try to insure people in 
that field. And I hesitate even to try to answer your question, Mr 
Chairman, because a man shouldn’t get out of his field, and I am 
not in the insurance business. [| have had no relationship with that 
industry, except as one who directed an insurance department as 
part of a State government. One approach might be to try to write 
a package type “of insurance that would include flood, fire, tornado 
the whole gamut of these disasters. Then the question becomes, 
How do you go about to subsidize that to whatever extent is neces- 
sary to get the premiums down to a practical level? 

The CHarrman. They now have independent storm insurance? 

Mr. Perrerson. Yes, sir; at a reasonable rate. 

The CHarrMan. It is an anomaly that we cannot imsure against 
floods. That is one of the few disasters we cannot buy insurances 
against. 

Mr. Pererson. The nature of the problem is such that vou have a 
limited number of people who need the insurance, and everybody 
who needs the insurance is in a valley where the floods will hit. 

In the tornado field you can spread that risk clear across America 
because we have learned in the last 3 years that you can get a tornado 
anywhere. 

I ran into this, in the disaster field, at Waco, Tex. The Indians 
had told the white man that there never had been a tornado and never 
would be in that Waco neighborhood. Well, a tornado hit Waco 
few years ago. 

Up in Massachusetts, the people took the attitude that tornadoes 
were never heard of up there, but one leveled a big part of Worcester, 
Mass., one day. 

We are all subject to windstorms. But floods, by their very nature. 
have to occur in valleys, and that restricts the base upon which you 
can spread the risk in the insurance process. There is nothing 
magical about the insurance process, it is simply 2 business of spread- 
ing the risk across the maximum number of people, and then collect- 
ing enough to make up the expected losses. It is really basically, 
would assume, a rather simple process. 

But here the one phase of your equation is out of order, and that is 
what the insurance people, of course, are calling attention to. 

The CuHarrmMan. Well, you would have to have a satisfactery 


ped 


solution to this problem in order to submit it to the States to have the 
States participate. It would be purely voluntary for the States? 

Mr. Prrerson. Yes, sir. Of course, if Congress could come 
up with a practical solution I think they would find it necessarv to 


participate as a matter of necessity. The people would demand it 
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The CHarrman. I may say I am somewhat familiar with floods, 
because I live in the Ohio Valley where there have been 45 major 
floods in the last 90 years. And I suppose they will continue. 

Mr. Wolcott. 

Mr. Wo.corr. No questions. 

The CuarrMan. Are there further questions? 

Mr. Nicnouson. Mr. Chairman. 

Mr. Kitpurn. Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kitspurn. When you mentioned about the States participating, 
I would presume that a State like Connecticut, for example, would be 
glad to participate. But I can see where some States would feel that 
due to their geography they would be very unlikely to run into any 
floods, and they probably wouldn’t want to participate. I don’t 
know how you are going to handle that problem. As I see it, you 
have got to get the private insurance companies in up to the point 
where they feel that they can break even, and perhaps make a little 
profit, and get a broad base. From then on you can get into the 
States; is that right? 

Mr. Pererson. I think that is right. 

Mr. Kitsurn. But you will find a lot of States that won’t come in 
at all, won’t you? 

Mr. Prrerson. I can’t answer that question. I know in my own 
State such a feature would have an appeal to the people because we 
have had a number of floods from time to time. I don’t know whether 
there is any State that is immune from floods but we could develop 
an experience table there. 

I was in Nevada just recently as a result of the floods that hit the 
Pacific coast. That Reno area was very hard hit, and also we have 
handled floods in the last 2 years in the Las Vegas area. Flood 
situations occur in Albuquerque. My mind is on those semiarid 
States where this problem exists, too. 

Mr. Kitpurn. The trouble is, as I see it, all the taxpayers in any 
State have to come in on this, naturally, and, of course, they will say 
right away, ‘Well, the people in the valleys are the only ones who 
are going to be benefited from it.”” Now, while the thing is before us 
it seems there is a lot of feeling about it, and this is the only time that 
I think you will get it through the States. 

Mr. Peterson. I think that is probably right, because today vou 
have people interested in this not only on one coast but you have them 
on both coasts, and many places in between. I assume that the 
interest will die in this just as it does in everything else, in time. 

The Cuarrman. Governor, I understand that the investigation 
that was made as to the feasibility of this type of insurance was done 
by the stock companies. Do you think the mutual companies would 
assume a different attitude? 

Mr. Prrerson. I have no basis on which to answer that question, 
Mr. Chairman. I wouldn’t have any idea, sir. 

Mr. Wipnatu. Governor Peterson, I think it would be interesting 
to note that up in my own district, along the Delaware in New Jersey, 
which was badly affected by the floods in August 1955, the people 
spoke highly of the civil-defense workers and the job they had done, 
both in warning the people along the Delaware and taking care of 
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their needs afterward. I think that they have received the top 
commendations of any group working with the citizens out there. 

We certainly realize the need and we hope that Congress will have 
the ingenuity to provide a program. I agree with you that it has to 
be more of a one-package deal than just trying to get people in on a 
flood program, because then it will be attractive to all the people of 
the United States, and certainly can be like the comprehensive policy 
we presently purchase for our homes. 

Have you thought about the program being offered with deductible 
features, such as a collision insurance policy in automobile insurance? 

Mr. Peterson. Yes, sir; and this bill, H. R. 8177, does provide for 
deductible features. I certainly think deductible features should be 
included. 

Mr. Wipnatu. The higher the deduction the lower you could make 
the premium, then? 

Mr. Prrerson. Yes, sir. 

Mr. Wipna.tu. Undoubtedly there should be a minimum risk that 
pecple should take, in connection with these disasters. But I don’t 
think that it is out the window at all, as far as the insurance companies 
are concerned. I think that the companies just realize this, that if it 
is to be full coverage the premium would be beyond the means of the 
average citizen. I don’t feel they have closed the door on their own 
participation at all. 

Mr. Prtrsrson. I think that is an absolutely accurate statement of 
the situation. We have got to find some way in which the Govern- 
ment can help practically in this matter, in order to get these premiums 
down. 

The CuarrmMan. We have been able to insure against almost every 
type of damage except floods. It seems to me we should provide some 
method of insuring against flood damage, and I believe it can be 
worked out. 

Mr. Brown. I think one of the most difficult things is to have the 
same rate premium throughout the Nation. 

The CHarrman. Mr. Ashley. 

Mr. Prerrrson. May I just comment in response to Mr. Brown’s 
statement, first, Mr. Chairman. We are not getting this free, any- 
way, today. We are paying for this damage one way or another. As 
a matter of fact, the American Red Cross expended, in the northern 
part of the United States $17,780,108. They are spending over $8 
million in California. A considerable part of that is going to repair 
homes for flood sufferers, and much of it is going to buy new furniture 
for these people. 

So we are paying for this already. We are paying through the 
voluntary gifts of the American people. This is an attempt to do 
this in a somewhat more orderly fashion and to let the individual who 
is in jeopardy, or may be in jeopardy, absorb part of the cost. 

Mr. Asuuey. Governor, I know you have given a good deal of 
thought to this problem. I wonder if you have reached any ideas as 
to what might be a reasonable premium for a $10,000 policy, let us say? 

Mr. Peterson. No, I have not, Mr. Ashley, for the reason that I 
have a broad responsibility in the Government for meeting disasters 
and coordinating the efforts of the Government in meeting them, but 
this particular responsibility has been, by the administration bill, 
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placed in the Housing and Home Finance Agency, and so I had felt 
that it was their responsibility. 

However, in talking to many people about this, and I have been 
thinking about it a long time, I am certain this is not going to work 
unless you get the premium down to some reasonable relationship to 
the size of premiums we pay for wind insurance, fire, and that sort of 
thing. If you get it too high people are just simply not going to buy it. 

Mr. Asuiey. Another question along that line. I wonder if you 
have reached any general ideas of vour own as to what the breakdown 
might be with reference to the assumption of risk by the insurance 
company, by local government, and by the Federal Government? 

Mr. Prererson. Well, of course, the insurance company will absorb 
no risk, because it is simply an agent to spread the risk among all the 
people buying insurance. 

Mr. Asauey. Yes, sir. 

Mr. Pererson. But the State government, under this proposal, is 
required to bear a portion of the expense—I think it is on a 50-50 
basis, between the Federal and State Governments, of the difference 
between the fee that would be paid by the insured and the cost of the 
insurance. 

I see nothing wrong with that approach, sir. 

The Cuarrman. Do vou think the Housing and Home Finance 
Agency is the proper agency to administer this? 

Mr. Prererson. I would think so; yes, sir. 

The Cuarrman. You would think it would be either the Housing 
and Home Finance Agency or the Civil Defense Administration, 
would you not? 

Mr. Prrerson. I think it would belong more properly in the 
Housing and Home Finance Agenev. FCDA goes out and meets 
these disasters while they are in being and help clean up afterward. 
FCDA could take the job on, of course, by creating another depart- 
ment within the agency, but I believe the nature of the work of the 
Housing and Home Finance Agency is such as to lend its facilities 
better to meeting the problem. 

The Cuarrman. Mr. Nicholson? 

Mr. Nicuotson. Do you suppose that the insurance companies 
could have one pool for disasters, and pay the money into that 
organization, whatever it might be? 

You see, they say that the premiums will be too high, but we 
apparently haven’t many statistics on what these floods have cost. 
Now, | come from a town where we have had 2 floods in 17 years, 
but previous to that we had never had 1 for a hundred vears. It is 
more or less a tidal wave sweeping up the coast. 

[ am wondering if all the insurance companies would set aside some 
percentage of their assets and put it into disaster insurance. Ap- 
parently they have it now on tornadoes, wind, and everything except 
water, and the trouble is that this doesn’t only happen in the valleys, 
but it has happened along the seacoasts. 

Mr. Prererson. [ suppose the problem is that the insurance com- 
pany has no money io sei aside excepting as ii collects it from the 
people it insures. I| think you have put your finger on it. They 
have felt all the time that the premium they would have to collect 
would be so high that nobody would buy the insurance. 
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Mr. Nicuotson. Well, the Federal Government, and the State 
government as well, could do quite a lot in flood control, by building 
dams at strategic places, or building levees that would go higher than 
the average flood. Then the insurance cost would go down pretty 
rapidly, wouldn't it? We don’t have to build all these hydroelectric 
plants. We could spend our money in dams that would contro! these 
floods. 

Now, I understand that in Ohio they have put up a succession of 
dams and they haven’t had any trouble for some years. 

Mr. Prererson. Well, I think a good deal could be done by flood- 
control proposals. I think we know how to go about it. It is simply 
a matter of getting the projects authorized and money appropriated. 
I think we should continue to work in that area. 

For instance, in these California floods, some of them could have 
been prevented had the structures been built that the people have 
been wanting built for many, many years. Some of these floods that 
have just occurred could have been eliminated. 

Mr. Nicuotson. Well, if you have made any study in my State, 
every flood that we have. had has changed the course of the river, and 
there is no river there, but all there is is what that water makes. If 
we dredge out our streams, or put up 2 or 3 dams in the proper places, 
we probably wouldn’t have any floods in western Massachusetts. 
But we have them, and we have them because the beds of the streams 
are not deep enough to take care of the water when it comes. Nat- 
urally, it goes all over the land. 

Mr. Prterson. Of course, I would accept, I think, the point that 
you made a little earlier, that before we determine that these premiums 
have to be too high on this type of insurance, we need more facts than 
probably even the insurance industry has as to the occurrences of 
floods in any given situation. 

Mr. Nicnoxson. But the insurance companies didn’t have any 
reason for having statistics on how much damage these floods have 
caused, because they were not insuring them, and they probably 
figured it wasn’t any of their business. 

Mr. Peterson. The only point I am trying to make here is that I 
would be a little bit skeptical of even this study that was made by the 
insurance people, because I would doubt whether it is statistically 
backed up with all the information necessary to arrive at any conclu- 
sion as to the impossibility of establishing premiums at a fairly 
reasonable rate. 

Mr. Nicuonson. Did you give any thought to the fact that the 
Federal Government might guarantee these insurance policies up to 
a certain amount? 

Mr. Pererson. Yes, sir. 

Mr. Nicuotson. Five or ten thousand dollars, say, something like 
that? 

Mr. Peterson. Yes, sir. That is reflected in the bill which the 
Administration has submitted here. 

The CuarrMAN. Are there any further questions? 

Mrs. Sutuivan. Mr. Chairman. 

The CuarrMan. Mrs. Sullivan. 

Mrs. Sutiivan. Can you tell us, Mr. Peterson, what portion of this 
damage is greater, to the homes of individuals or to business? Has 
that been assessed in any way? 
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Mr. Pererson. I have all sorts of figures with relationship to 
damage suffered in these various areas, but I don’t think I have any 
that answer your question. I don’t think I have seen a breakdown 
as between the damages suffered by homes and by businesses. In 
dollars, I would assume—no, I won’t make any assumption. I haven’t 
seen them. It is too dangerous to make any assumption. 

Mrs. Sutitivan. Would that be of any help in trying to figure out 
whether or not this insurance could be sold, that business would be 
able to pay a premium in a much greater proportion than individual 
homeowners? 

Mr. Peterson. I would think that all the factual information we 
could possibly gather together would be helpful in making a sound 
program, and in this area the only agency of the Government that 
I know of that makes it its business, regularly, to assess damages 
suffered in floods, is the Army Corps of Engineers. The Corps of 
Engineers as a matter of practice always puts a dollar value on the 
losses suffered in these floods. I think that General Sturgis told me 
what it would be 6 or 8 months following the floods in the northern 
part of the United States before they would have accurate figures 
assembled. 

Mrs. Sutiivan. If we could get figures of previous disasters— 
and I think that can be done—in my own community I know that our 
businesses suffer more damage than our homes—I don’t know how 
true that is in other places, but I think that it would be interesting 
in viewing all of this to find out where the largest amount of damage 
is done, and I thought that might be reflected in some of the civil- 
defense work that you have supervised in these recent months. 

Mr. Peterson. It isnotso reflected. Yousee, Mrs. Sullivan, when 
we go in, our immediate concern is to try to save life and property and 
to feed people, shelter them, and rehabilitate them. The bookkeep- 
ing phases come along quite a bit later in the disaster. 

But I would think that through the Corps of Engineers, and the 
Red Cross, and our own agency, that we could develop some figures 
in this area, and I should be glad to do so. 

Mrs. Suutiivan. Thank you. 

The CuarrMan. Are there further questions? 

Mr. Wotcorr. Governor, in your discussions on this question, does 
the figure of $250 million mean anything to you? I have in my mind 
that the program is predicated upon the average over a number of 
years, of losses by floods, and I have the figure of $250 million in mind. 
If that is true, or something like that, then, of course, the premiums 
would be predicated upon enough reserve to meet that indemnity, 
or something like that, and as you have pointed out here, it is an 
experimental program, anyway. 

Mr. Pererson. Yes; that is right, and I think that is a good feature, 
the experimental phase of it. I think I have seen that figure $250 
million somewhere, too, but I must confess at the moment that I am 
not in a position to substantiate it. 

I want to say this to you, Mr. Wolcott, and members of the com- 
mittee, that I am somewhat dubious of all the figures in relation to 
these disasters, because it is a very difficult thing to assess a dollar 
value in the first place. I find that most disasters are overemphasized 
in the first few hours and days following the disaster, and so far as 
I know the best figures are those of the Corps of Engineers, and, of 
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course, one reason they are good is they take a period of months in 
order to figure all this out. 

We have a tendency at the time of disaster to run right in and 
put a tag on it in terms of millions of dollars, and that is a very 
dangerous undertaking. 

Mr. Wotcorr. Some of the members expressed a doubt about as 
to what this coverage might include, in addition to floods. In the 
so-called administration bill—frankly, this was a selfish thing on my 
part, because of the Great Lakes situation, and it would apply as 
well to the Mississippi situation—that the definition of floods is 
general enough to include damage by water caused by tides, winds, 
or rain, so that gives us a little more breadth than we would have 
otherwise. 

I don’t like to say this because it has not been established, but the 
lake levels rise and fall in cycles. Some say that they rise and fall 
in 7-year cycles. When the levels are high on the east shore of Lake 
Michigan, for example, and we have a heavy wind, there is a great 
deal of damage done to properties along the beaches. I included 
the indemnity for this damage, and that was put into the bill at my 
suggestion, to take care of this situation. 

When it was in we started to evaluate that language and we found 
that it would provide for many other things than merely damage 
done by water along the lakes. 

I just throw that in as an observation, the fact that the language 
is not narrowed to floods, particularly, but, rather, anything having 
to do with wind, rain, tide, and floods. 

Mr. Asuiey. Would the gentleman yield? 

It is true at the present time, is it not, Mr. Wolcott, that the Great 
Lakes areas do not come within the purview of the Flood Control Act 
of 1936? At least, that is the determination of the Bureau of the 
Budget at the present time, and that therefore the definition, for pur- 
poses of whatever flood insurance legislation is enacted, would have to 
be broader than used in the Flood Control Act? 

Otherwise, we are going to find ourselves high angl dry again. 

Mr. Wo corr. I think the Flood Control Act bie to do with the 
lakes and connecting waters. I think they have taken cognizance 
of the fact that if they could maintain lake levels they would avoid a 
great amount of damage. 

The Corps of Engineers has a workshop down there, and they 
have been experimenting on something which they feel will control 
the levels of the lakes. So flood control, that phase of it at any rate, 
is ancillary to this question. 

The CuarrMaNn. For the same reason that actuates Mr. Wolcott, 
I would hope that in view of the treacherous and unpredictable nature 
of the Ohio River in the past, we should include it, too. 
reformed, but it should be included. 

Mr. Wo tcort. I had the Ohio River particularly in mind when I 
suggested it. 

The CHarrman. Well, I thank you. 

Mr. Peterson. Mr. Chairman, may I make one observation with 
respect to Mr. Wolcott’s statement? 

The CHarrMaNn. Yes, sir. 

Mr. Peterson. You may be selfish in this matter, but let me 
assure you that there are people expressing the same concern that 


It may have 
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you are, on the same problem, in increasing numbers, along both 
coasts of the United States, and along water everywhere in the 
United States. In other words, this business of beach erosion, destruc- 
tion of summer cottages and homes, is becoming an increasingly im- 
portant problem in our country. 

Mr. Wipnati. Mr. Wolcott, that definition, as I understand it, 
would include all the shore-front properties along the Atlantic coast 
and the Pacific coast. 

Mr. Wo corr. Yes, sir. 

Mr. Wipna.t. | know we have had experience along the Connect- 
icut shore. We have a summer cottage, and ever since 1938, have 
had to repair half the cottage, or sometimes a part, year after year. 
The insurance companies have always maintainea it was water damage 
and not hurricane damage. Property owners similarly situated have 
no opportunity to insure against this risk. 

The Cuarrman. If there are no further questions, the committee 
will adjourn to meet tomorrow, and we are very glad to have your 
views, Governor. I am sure they will be carefully considered by the 
committee. 

Mr. Pererson. Thank you very much, Mr. Chairman. 

The CHarrRMAN. The committee will stand in recess to reconvene 
tomorrow morning at 10 o’clock. 

(Whereupon, at 12 noon, the committee adjourned until Tuesday, 
January 24, 1956, at 10 a. m.) 
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TUESDAY, JANUARY 24, 1956 


Hovusk oF REPRESENTATIVES, 
CoMMITTEF ON BANKING AND CURRENCY, 
New Hovusr Orrice Bui.pina, 
Wash ington, ha Ry es 

The committee met at 10 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Chairman Spence, and Messrs. Brown, Multer, and 
O’Hara, Mrs. Sullivan, Messrs. Fountain and Reuss, Mrs. Griffiths, 
Messrs. Vanik, Bell, Talle, MeDonough, Widnall, Mumma, McVey, 
Hiestand, and Nicholson. 

The CHarrmMan. The committee will be in order. 

We will resume hearings on disaster insurance. 

The clerk will call the first witness. 

The Citerk. Maj. Gen. EF. C. Itschner, Assistant Chief of Engineers 
for Civil Works, Department of Defense. 

The Cuatrman. You may proceed, gentlemen. 


STATEMENT OF MAJ. GEN. E. C. ITSCHNER, ASSISTANT CHIEF OF 
ENGINEERS FOR CIVIL WORKS, DEPARTMENT OF DEFENSE 


General Ivscuner. Mr. Chairman, I have no written statement, but 
I have notes which I will follow. 

The CuHarrman. Very well. You may discuss the general subject 
of insurance against damage caused by floods, which we are met to 
consider, as you know. You may address your remarks to that 
subject. 

General Itscuner. I regret that the Chief of Engineers, General 
Sturgis, is out of the city for a period of about 2 weeks and, con- 
sequently, is unable to be here today. I know if he were in town he 
would like very much to have the honor of appearing before your 
committee. 

The Chief of Engineers believes that flood insurance would 
constitute a valuable complement to the flood-control program of 
this Nation under two circumstances: 

First, during the interim period pending the completion of flood- 
protection works, and, second, in situations where protection is not 
engineeringly practicable or economically justified, or where only a 
limited amount of protection is justified. 

Now, as to the first of these circumstances, the presently authorized 
active flood-control program of the Corps of Engineers is estimated 
to cost $9,100 million, for which $4,100 million has been appropriated 
to date, leaving $5 billion still to be appropriated to complete the 
current active program. 
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At the rate of $187 million per year, which is the amount that was 
appropriated in the current fiscal year, 1956, it would take 27 years to 
complete the current program. But this program is by no means 
the ultimate flood-control program that will be found necessary, and 
at the same time economically justified. 

Each omnibus river and harbor bill adds to the program, and we 
have one on an average of once every 2 years. The last bill, in 1954, 
added $300 million of new flood-control projects to the program, and 
every flood, particularly every major flood, creates a popular clamor 
for more protection. 

We have no estimate of how great the ultimate program will be, 
but we may be sure it will be much greater than the current active 
program. 

Flood insurance, therefore, will serve a worthwhile purpose during 
the period this program is being accomplished. 

Now, as for the second circumstance that I mentioned, in situations 
where protection is not engineeringly practicable or economically justi- 
fied, or where only a limited amount of protection is justified, it should 
be recognized that there are many localities in the Nation where the 
cost of flood-control works exceeds the benefits that may be derived 
from them. This is especially true in rural areas. Probably en- 
gineering works could be built to control floods in any area, but they 
would be prohibitively expensive in some localities. Under these 
circumstances, flood insurance would be beneficial indefinitely. 

Flood insurance is not a substitute for flood remedial works. Flood 
control is positive, in that it preserves human life, reduces direct and 
indirect flood losses, abates the suffering, distress, and many intangible 
damages resulting from floods, makes possible flood plain development 
for industrial and other uses and contributes towards the development 
of multiple-purpose resource improvements—in other words, projects 
which not only take care of floods, but develop the resource for naviga- 
tion, water supply, irrigation, power, and so on. 

Insurance, on the other hand, does not obviate or reduce damages 
done by floods, but only distributes the cost of flood damage over a 
larger number of people than actually suffer floods losses in a given 
time. Moreover, insurance would not provide compensation for the 
large indirect and secondary losses such as losses of wages and profits 
from interruption of business in commercial enterprises. Compen- 
sation would be further reduced to the extent that limits are placed on 
the coverage of direct physical losses, or basic deductible amounts 
are provided. 

Insurance would not reduce Federal cost for flood fighting and 
emergency restoration work, since such work is limited to work on 
public facilities, and to private property only when public health and 
safety is involved, in which case the insured property owner would 
not pay for the emergency work, anyway. 

The Corps of Engineers has accumulated a very large amount of 
data, as well as experience in planning and conducting its flood- 
control program, that will be of value in administering a flood- 
insurance program, and we, of course, shall be very happy to furnish 
the administrators of such an insurance program whatever information 
and assistance they may need. 

In planning flood-control programs, the corps prepares estimates of 
prospective annual damages without flood-control measures, and com- 
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pares these figures with the amount of damage anticipated with the 
proposed flood-control measures. These estimates involve a determi- 
nation of the frequency of floods of various magnitudes in the valley 
under study, the parts or zones of the flood plain subject to inunda- 
tion by floods of various sizes, and within these zones the kinds and 
value of property and the damage that would result to various classes 
and types of property from each depth of flooding. 

On the basis of these data curves are drawn for each locality show- 
ing, first, flood damage plotted against flood stages; second, flood 
stages plotted against the frequency of flooding, and, third, flood 
damage plotted against the frequency of flooding. The integrated 
area beneath the third series of curves represents the flood damage. 

Now, I might say that, in spite of the rather scientific way in 
which these curves are derived, the results are by no means exact. 
Our principal difficulty comes in determining the frequency of floods, 
and if our records in this country went back, let us say, 2,000 years, 
we might estimate with some degree of assurance the damages from 
a flood which might occur in 1 in 20 or 1 in 50 or even 1 in 100 years. 
But when we get a catostrophic flood, such as we had in New England 
during this past year, it is obviously impractical to say whether that 
flood is a flood which might be expected once in a hundred years, 
once in 500 years, or once in a thousand years. We have not had 
enough experience to do that, and, therefore, our estimate of flood 
damages is influenced greatly by the assumptions that we may make 
as to the frequency of these rare floods. 

In 1ts damage studies the Corps of Engineers considers both direct 
and indirect losses. Any damage to property from being brought 
into contact with water, is considered a direct damage. Other losses 
in and proximate to the flooded area are considered indirect damages. 

Examples of such losses are the loss of wages to workers due to 
closing of manufacturing and commercial establishments, the loss of 
net return to the operators of such establishments, the cost of flood 
fighting and spoilage of perishable commodities due to disruption of 
transportation. 

In addition to these monetary losses, the Corps of Engineers also 
takes into account, but does not attempt to evaluate in dollars, the 
loss of life, public health hazards, and the hardship and misery and 
other intangible effects of floods. Any adverse effects of a secondary 
nature, such as the increased cost of doing business in areas not 
immediately affected by the floods are not included in the Corps of 
Engineers’ estimates. 

Estimates of average annual damages are pertinent in providing a 
picture of what may be expected over a span of years. Also signifi- 
cant, especially for insurance purposes, are the actual annual losses. 
The Weather Bureau estimates from 1924 to the present indicate that 
the annual flood losses during this period have ranged from a low of 
$2,800,000 in 1931 to a high of $1,028 million in 1951. The annual 
amounts are heavily weighted by the losses for specific major floods. 

The Corps of Engineers has estimated the direct losses for a number 
of major floods, expressed in terms of 1955 dollars, to be as follows: 

In 1927, the flood in the Mississippi Basin, $750 million; 177 1936 
the flood in the Ohio Basin, $650 million; 1937 flood in the Ohio 
Basin, $1,200 million; 1936 flood in the New England region, $370 
million; 1938 flood in the New England region, $175 million; 1948 
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flood in the Columbia Basin, $165 million; 1951 flood in the Missouri 
Basin, $625 million; 1952 flood in the Missouri Basin, $150 million. 

The Corps has completed studies and has collected and compiled 
data on flood damages resulting from the hurricane and flood of 
August 1955, in the Northeastern States. The severe impact of this 
flood on the economy of the region has made very difficult the estima- 
tion of damages, particularly those of an indirect nature. The avail- 
able estimates must still be considered tentative, and subject to fur- 
ther review and study. Total losses based on these studies amount to 
$677 million, of which $521 million is for New England and $156 
million for the North Atlantic States. 

It is the view of the Corps of Engineers that flood insurance, to be 
of greatest value, should complement programs for reducing flood 
damage. Where remedial measures are feasible, limited Federal 
funds will be best used in providing works needed to protect against 
future floods. In the absence of such works it is important that in- 
creased use and development of unprotected flood plains be dis- 
couraged. Such encroachment must inevitably result in larger flood 
losses and, if subsidized insurance is provided, increased Federal cost. 
Careful consideration is needed, therefore, of any proposal which 
would have the effect of relieving flood plain occupants of part of the 
cost of flood damage, Jest such action discourage efforts by individuals 
and communities to adjust flood plain use to the flood hazard and 
thus encourage further uneconomic development. 

Wherever possible, therefore, flood insurance should be related to 
adequate regulations of flood plain use and development by means of 
flood plain zoning, or other appropriate means. Since such regulation 
is the responsibility of State and local governments, the need for close 
cooperation at all levels of government in carrying out a flood-insur- 
ance program is clearly indicated. 

Serious complexities are foreseen in the operation of flood-insurance 
programs, particularly with regard to the relation of premiums to 
risks, the establishment of damage probabilities, and the appraisal 
of losses after floods. The prediction of probably overall damage in a 
single flood zone is a tedious procedure, as I have perhaps indicated 
by my previous discussion, and is at best an estimate because of the 
many variables involved. The determination of the specific risk 
pertinent to individual properties involves even more detailed analyses. 

The techniques of developing damage probabilities, premium 
criteria, and damage assessments should be thoroughly developed 
and tested prior to establishment of a full-scale insurance program. 
To the extent that the information developed by the Corps of Engi- 
neers would be of value in working out these and related problems, 
such information will be gladly furnished, and is available for such use. 

The CuarrmMan. General, I judge from what you say that the most 
destructive flood in our history has been the flood of 1937 in the Ohio 
Valley? 

General Irscuner. In terms of 1955 dollars, that is correct, sir. 

The CuarrmMan. Could you furnish the information as to what the 
annual loss has been, spread over a period, say, of the last 50 years, 
in the New England area, and in the Ohio Valley? 

General Irscunrr. I can furnish those figures very roughly for the 
record. We do not have too accurate figures on damages in particular 
areas but we would be glad to furnish what we have. 
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DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington 25, D. C., January 31, 1956. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. CuHarrman: At the flood insurance hearing on January 24, 1956, 
General Itschner agreed to provide certain information for the record. This 
information is given in the following paragraphs. 

On page 43 of the recorder’s transcript the following question appears: ‘‘Could 
you furnish the information as to what the annual loss has been spread over a 
period, say, of the last 50 years, in the New England area, and in the Ohio Valley?”’ 

This question is answered as follows: The Corps of Engineers has not complied 
comprehensive estimates of past flood damages, except for specific major floods, 
in the New England area and in the Ohio Valley. The Weather Bureau of the 
United States Department of Commerce has published data on property loss 
from floods in the United States by years for the period 1902-53. These data 
give total property loss from floods in the Ohio Valley of close to $1 billion over 
the 52-year period, or an annual average of $19 million. Data for the New 
England area are included in the Weather Bureau estimates for the North Atlantic 
District. Damage to property in the North Atlantic District during the 52-year 
period, 1902-53, totaled $340.3 million, or an annual average of $6.5 million. 

The transcript on pages 45 and 46 quotes the following question: ‘‘Have you 
any estimates as to what the losses were in the 1937 flood in the Ohio Valley as 
between residential losses and business and industrial losses?’’ 

The Corps of Engineers estimates that the flood of January 1937 in the Ohio 
Valley damaged some 120,000 dwellings and some 17,500 commercial and indus- 
trial establishments. Damage to dwellings totaled $117 million, or an average 
of $975 per dwelling. Damage to industrial and commercial establishments in 
this flood totaled $92 million, or an average of some $5,300 per establishment. 

Sincerely yours, 
Gro. H. WALKER, 
Colonel, Corps of Engineers, Executive Civil Works. 

(Notr.—These figures have not been adjusted for cost increases 
occurring since 1937. The estimate by the Corps of Engineers of $1.2 
billion total direct losses from this flood has been so adjusted. If a 
corresponding adjustment is made in the figures given above, the 
figure of $117 million is increased to $380 million, and the figure of 
$92 million is increased to $299 million. ) 

The CHarrMAN. Has the eastern seashore ever been devastated 
by any flood comparable to the one that occurred this year? 

General IrscHNeER. No, sir; the flood in New England, and particu- 
larly in Connecticut and in parts of Massachusetts and Rhode Island, 
was far more destructive than any flood we have ever had in that area. 
It particularly was destructive as compared to damage caused solely by 
inundation. It actually demolished a very large number of buildings. 

The CHatrMAN. Have vou a breakdown as to the damage that 
was done to homes and businesses, crops, roads, municipal institutions? 

General [rscHNeErR. In New England, sir? 

The CHarrMan. Yes, sir. 

General ItscHner. No, sir; we don’t have a good estimate of that 
yet. We are preparing such an estimate, but it has been extremely 
difficult to obtain proper figures from the local people so far. 

We do have an overall figure which I gave you, of $677 million for 
the damages in New England and in the North Atlantic States. 
We are not able to break that down into damage suffered by residential 
as compared to commercial property as yet. 

I do have such figures, sir, for some of the other floods that occurred 
a longer time ago, which might give some idea as to the relationship. 

The CuHarrMan. I think that would be very useful to the committee. 
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General Ivscuner. In the 1951 flood, in the Kansas Cities of 
Missouri and Kansas, which, of course, is an industrial and residential 
area much like the areas affected in the New England flood, the flood 
damaged directly 5,659 residences and 1,536 business concerns in the 
2 cities. The business concerns suffered direct physical damage 
totaling $119 million, an average of $77,000 per concern—that is 
direct physical damage—and the direct damage to residences totaled 
$30 million, or $5,300, on the average, per residence. 

Now, in the 1948 flood in the Columbia River, we have another 
example: Here the area was partially rural and partially urban. In 
the 1948 flood in the Columbia Basin, damage on the main stem of the 
Columbia River, below the confluence of the Yakima River with the 
Columbia, totaled $85 million. Of this total, roughly $25 million, or 
30 percent, was for damage to residential property and a somewhat 
larger amount, estimated to be $27 million, to commercial and indus- 
trial property. That leaves $33 million which was damage to public 
utilities, railroads, farmlands, and other miscellaneous classifications. 

I have a third example—in this case the communities are much 
smaller, and the areas smaller—the 14th of April 1955 flood in Butler, 
Pa. Included among the properties damaged by this flood were 641 
dwellings and 117 commercial and industrial properties. Direct 
damage to the 641 residential properties totaled $518,900, or some 
$800 average per unit, whereas the 117 industrial and commercial 
properties suffered $791,000 direct damage, which is an average of 
$6,800 per concern. 

The CHatrmMan. Were any consequential damages computed in the 
industrial loss? Loss of wages, and so forth? 

General Irscunrer. Loss of wages and consequential damages were 
not included in any of these figures that I gave you. These are all 
direct physical damage to real property or to stocks in stores, and so 
forth. 

The CHatrMan. Have you any estimates as to what the losses were 
in the 1937 flood in the Ohio Valley as between residential losses and 
business and industrial losses? 

General IrscHNer. We do not have that information here, sir. We 
might be able to give it to you, and I would be glad to do so if you 
would permit me to insert it in the record. 

The CHatrrMan. Well, now, in the last 90 years, roughly speaking, 
there have been 45 major floods in the Ohio Valley; have there not? 

General Irscuner. There have been a large number, sir. I can- 
not give you the exact number. A very large number. 

The Cuarrman. How many of these cities in New England were 
protected by flood protection works? 

General Irscuner. Very few, relatively speaking, in New England. 
There were local protection works for Hartford and Springfield, and 
a few of the cities on the Connecticut River. There are also a few 
intermediate size flood-control reservoirs, particularly in the Connecti- 
cut River Valley. But on the whole New England is relatively un- 
protected as compared to many other parts of the country. 

The CuatrMan. How did those protective works, with reference to 
the cities, hold up in that flood? 

reneral IrscHNER. They held up extremely well, sir. They saved 
millions and millions of dollars of damage, and in many cases, such as 
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the flood walls protecting the Connecticut River cities, they saved 
several times their cost in this one flood alone. 

In the case of reservoirs, some of the reservoirs up there saved their 
cost, or nearly so, in this one flood. Some of the others did not, but 
the reason they did not was because they were located outside of the 
center of the storm and, consequently, they were not affected and not 
called upon to serve their purpose in this particular storm. 

The CHarrman. These protective works, which protect the cities 
have always held up well under the most disadvantageous circum- 
stances; have they not? We haven’t had any of them break down 
before floods? 

General IrscHNER. No, sir; we have not had any of the flood walls 
or levees in the New England area fail, or in the Ohio Valley, to my 
knowledge, fail, at time of flood. 

The CHarrMAN. I am interested in that because we have four cities 
in my district that are protected by flood walls and another one is 
now in process of constructing a flood wall. I know, so far as I 
have seen them operate, that they have been very helpful. 

General IrscHNER. We cannot be sure, though, sir, that the flood 
walls will protect against any flood that might occur in the Ohio 
Valley, or elsewhere, because the time might come when we might 
have a very rare flood which would overtop the flood walls, and, too, 
quite often these flood walls—vou might say always—are designed 
with consideration being given to flood-control reservoirs that are 
planned upstream, and many times the reservoirs have not been 
built. 

Now, that is true in the Ohio Valley. We need more reservoirs 
upstream in order to equal the amount of protection that we have 
estimated they will afford during a major flood. 

The CuHatrman. All the reservoirs you could build would never 
have prevented that flood of 1937, would they? 

General IrscunrErR. Let me say this, sir: That the reservoirs that 
are planned, plus the flood walls, would be designed to take care of a 
flood of the nature of the 1937 flood, and actually somewhat more, 
because it might well happen that we could have a worse flood than 
the 1937 flood in the Ohio Valley under certain combinations of 
meteorological conditions. 

The CuHarrman. I was astonished, some time ago, when I stopped 
at a hotel in Wheeling, W. Va., down near the river, and I said, 
“Where was the flood in 1937 here?” and they said ‘‘We had no flood 
in 1937. The flood was in 1936 here.’ So that water must have 
fallen between Cincinnati and 200 miles away where there was no 
flood. I don’t understand how you could build enough reservoirs to 
have caught that water and really have protected us from the flood. 

General Ivscuner. Well, each flood-control reservoir is designed 
having in mind the worst probable storm. Now, we do not usually 
design the flood-control reservoir to accommodate such a rare and 
excessive storm. We would like to, but it usually is not economically 
feasible to do it. It could be done from an engineering standpoint. 
Therefore, the design of every flood-control structure is a compromise 
with costs. We do design, almost always, for floods worse than the 
maximum flood of record in that area. 

Take the New England area, for instance. The difficulty up there 
was not that the flood-control reservoirs that have been built were 
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inadequate. We think that they were designed just about correctly, 
and they did serve a purpose where they existed. The difficulty up 
there is that there are not nearly enough of them. And the reason 
why there are not more is partly because it would cost so much to 
build some of them. The development in the reservoir area is just 
too great to consider removing and transplanting it. It would be 
too costly. 

The CHarrman. I understand that all of those flood-protective 
works built along the river are 3 feet above the flood of 1937. I 
imagine if the water ever gets over that we, the whole valley there, 
would be a lake at that time? 

General IrscHNER. We generally design flood walls and levees for 
a three-foot freeboard in order to take care of wave wash and inac- 
curacies in the estimate, and what you say is true, that if we did get 
a flood greater than the 1937 flood—and it could very well happen 
it could happen this year or next year, we don’t know when—we 
don’t think it will be very frequent, but when it does come it could 
vo over the top of those local protective works. 

The CHarrman. Well, there is no precedent for that. We had a 
flood in 1884, I think, which was 73 or 74 feet. That flood was 80 
feet, in Cincinnati, where for a long time we had tried to have a 
9-foot state in the river. You have no historical precedent for any- 
thing like that, have you? 

General Irscuner. No, sir; that is correct. 

The Cuairnman. Then the Army engineers are in favor of supple- 
menting their work and think it would be a fine thing, if it is possible, 
to have insurance to protect these people? 

General IvscHNER. Yes, sir; we believe, Mr. Chairman, that 
flood insurance would be a very valuable supplement to a flood-control 
program. 

The CHarrMaNn. Have you formed any conclusion as to the practical 
setup of such insurance? I mean, do you think that the States 
should participate in it? That private enterprise should participate? 

General IrscHner. Well, that, I think, is something that Congress 
should determine. We haven’t done much thinking about who 
would pay for this insurance. We feel that the subsidy element 
should be as low as possible, of course, recognizing that probably 
some subsidy will be required. But we do feel rather strongly that 
in the interest of the Nation there should be some coupling of a 
flood-insurance bill with a requirement of zoning, to keep people out 
of these flood plains, so that they do not build in areas where they 
are certain to be flooded at sometime or other. 

The CHarrMAN. Well, our cities are built along the rivers. The 
discoverers, when they came here, came down the rivers because 
they afforded a means of transportation, afforded food, recreation, 
and we cannot very well move the cities away from the rivers. Men 
even now like to put their habitations along the courses of rivers, 
and the valleys of the rivers are the fertile parts of our country. But 
| think we have got to control the rivers. 

General ItscHNer. Mr. Chairman, it seems to me that there are 
two elements to that problem. The existing development, of course, 
we have to accept. The original settlers came down the rivers, as 
you. stated. We find that even in recent years there has been a 
terrific development along the navigable rivers because of the cheap 
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transportation provided by such rivers, and because they provide 
water required by industry. In many parts of the country factories 
were originally built next to falling water for direct drive water 
power. 

But we do feel that, starting as of the time this bill comes into 
effect, it would be extremely desirable to prevent any further develop- 
ment in the flood plains. I think there are perhaps a few cities, but 
very, very few in the country, where you could not locate the new 
residential subdivisions on relatively high ground. They are at- 
tracted to the flood plains usually because it is cheaper land, and if 
that is permitted or encouraged it is going to mean that the Govern- 
ment some day is going to have to go in there and protect those people 
at Federal expense. That is the sort of thing that I was talking about, 
and not the existing development, which we must accept. 

The CuairMan. I think that is true, because the constant floods 
have deteriorated the value of those lands, but the alluvial land along 
the rivers is our fertile land. 

General Itscunrr. That is the best farming land we have in the 
country, sir, and we cannot, nor should we try, to prevent its use. 
In fact, we should try to encourage it and prevent it from being eroded 
away. 

The CuarrMan. I can well understand why the Army engineers are 
in favor of this insurance, because they have seen the consequences 
of these floods through the years, and they have seen the suffering the 
people have endured, as I have seen it. 

You think it would be very feasible to have some means by which 
they could insure themselves against losses that will be inevitable in 
the future as they have been in the past? 

General Itscunur. Yes, sir. 

The Cuartrman. Are there further questions? 

Mr. Brown. Mr. Chairman. 

The CHarrmMan. Mr. Brown. 

Mr. Brown. General, we have had several floods in the Savannah 
River, doing a lot of damage to Augusta, Ga. I remember in 1908,’ 
and for several years thereafter, the water was 7 feet deep in the city 
of Augusta. We have built some protective measures such as Clark 
Hill Dam, and I don’t think we will have any more floods. 

What do you think about that? 

General Irsconer. Clark Hill and Hartwell Dams certainly are 
going to reduce the chances of flooding downstream very greatly. 
The farther down you go the less greatly, relatively. The new 
Hartwell Dam is a very desirable flood-control project, and it also has 
multiple-purpose aspects, as you know. Power will be developed 
there which in effect reduces the cost of obtaining the necessary flood 
protection. 

Mr. Brown. This water is taken out of the river below Augusta 
for an atomic energy plant; is that correct? 

General IrscHNER. That is correct. The water is needed there for 
the atomic energy plant. I believe it heats up that water some way, 
and, therefore, an adequate flow is required. Hartwell Dam will 
provide a firm flow even in dry periods. 

The CuarrMan. Have you been able to carry out your program 
for protection in the Ohio Valley with reference to the reservoirs? 
In many cases have you not found opposition to the construction of 
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the dams because they flooded the land of the people there, and they 
protested so vigorously that it had the effect of preventing the pro- 
gram from going on? 

General IrscunerR. Yes, sir; that has happened. We _ have, 
of course, built many reservoirs in the Ohio Basin. We have many 
more planned which we have not been able to get started, and we 
feel that even more are required. But there have been cases where 
local opposition to the construction of reservoirs, particularly by 
the people who live in the area that will be flooded by the reservoir, 
has prevented the construction of that reservoir. 

We are very sympathetic to the feelings of the people who must 
lose their homes in reservoir areas, but we feel that the common good 
far transcends their distress. They are paid an adequate amount for 
their property, but, of course, that is not complete compensation 
to them. 

The Cuarrman. Then, don’t you find particularly active opposition 
when the question is whether you will construct a high dam that will 
generate power and added to the citizens are the feelings of the 
public utilities? 

General IrscHner. I honestly cannot recall a case of that nature. 
There may be some, but I don’t really know of one in the Ohio Valley, 
sir. 

Mr. Nicnouson. Mr. Chairman. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicuoutson. Has the Corps of Engineers recommended a dam 
in New Hampshire, for instance, to take care of the Merrimac Valley, 
in Massachusetts? 

General IrscHner. We have a project called Hopkinton-Everett 
Dam, which was authorized about 1936, and then was given up 
because of opposition of the local people, and two other dams were 
substituted for it. 

And now this opposition apparently has diminished and the States 
want it or are willing to agree to it, we believe, and now we are con- 
sidering restoring that project to our flood-control program in New 
England. 

Mr. Nicuotson. They had a devastating flood there in New Hamp- 
shire 20 years ago, perhaps, and there is nothing that Massachusetts 
can do to alleviate that unless New Hampshire allows somebody to 
build one or more dams in New Hampshire to take care of all that 
water that pours down through the Merrimac. Of course, they didn’t 
have any trouble in this past couple of floods, but we had them in 
western Massachusetts, and are answers to that, we think. 

But you were asked by the chairman about the damage that was 
done. You never had any estimates of the damage from salt-water 
floods? 

General IrscHNER. From salt-water floods? 

Mr. Nicuotson. Yes, for instance, the main street where I live was 
12 feet underwater, and all the merchants lost all their merchandise 
and had to reequip their businesses with electrical wiring and things 
like that. You haven’t any figures to show how much the loss was to 
those several towns in Massachusetts and Rhode Island, have you? 

General IrscHNer. We do not have any such figures at this time, 
but, as you know, sir, we are presently engaged in a hurricane study 
of the Atlantic coast and gulf coast, with a great deal of emphasis on 
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the New England area because of the hurricanes they have experienced 
in the past few years, and as part of that hurricane study we are de- 
veloping the damage figures from flooding from salt water caused by 
high tides and waves resulting from hurricanes. 

So we are obtaining that estimate. We do not have it as yet. 

The CuarrmMan. Have you any figures as to the damage done on the 
west coast in recent floods? 

General IrscHnEr. No, sir; I do not have any figures at this time 
on the damage done by the California or Oregon floods that occurred 
just prior to Christmas, but I do know, within reasonable limits, how 
much the Federal Government is going to have to pay for emergency 
work in those areas, and that, at the present time, appears to he some- 
thing like $21 million. Part of that work will be done under authority 
of Public Law 875, which is the Federal Civil Defense Administration 
law, and the balance will be under our own emergency authorities for 
restoration and repair of flood-control works damaged during a flood. 

The CyarrMan. You haven’t completed the figures on the rest of 
the damage? 

General IrscunEr. No, sir; we have not. We are making a survey. 
It. takes us a good deal of time to derive these figures. 

The CuarrmMan. When would you have those figures? 

General Itscuner. I think we will have them, for the California 
flood, by the middle of February. 

Mrs. Grirritus. Mr. Chairman. 

The CuatrMan. Mrs. Griffiths. 

Mrs. Grirritus. General, do I understand that you feel that one 
of the results of disaster insurance without zoning is to encourage 
people to build in areas that are floodable? 

General Irscuner. I think that might be a consequence of such a 
law if there were not some concurrent effort made to require States 
and subdivisions thereof to enact zoning laws for future construction. 

Mr. GrirritHs. As a matter of fact, the Engineers’ chief motiva- 
tion in building any flood-control project is to protect property, 
isn’t 1t? 

General IrscuneErR. Existing property; yes. If it is for future 
development, or land enhancement—in other words, changing farm 
land to subdivision land, or something like that—local interests pay 
50 percent of the cost, which may be properly allocated to that portion 
of the benefits. 

Mrs. Grirritus. Is one of the economic considerations the fact 
that the dam protects more valuable property than the dam itself 
would cost? 

General ITscuNerR. Yes, the benefits are determined by examining 
the damages prevented by a particular project. 

Mrs. Grirritus. Then do you never build a dam whose sole pur- 
pose is to protect soil? 

General IrscHNER. Well, if you mean by soil, farmlands? 

Mrs. GriFFitus. Yes, sir. 

General ItscHNER. Oh, yes, that is considered just like anything 
else. That is considered just like other real property. 
tures, I should say. 

Mrs. Grirritus. Would you build a dam whose only purpose was 


to protect farmland, if it were not a part of any other flood-control 
project? 


Like struc- 
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General ItscHnrr. Oh, yes, we would build them for that purpose. 
Many of our levees, particularly, say, in the Mississippi Valley, are 
solely to protect farmlands and farm buildings. 

Mrs. GriFritHs. Does it have to be quite a large dam that protects 
quite a lot of farm property, or do you build small dams? 

General Irscunser. We build small dams or large ones depending 
upon the most economic solution to the problem at hand. We have 
built some very small flood-control dams. 

Mrs. Grirrirus. Is part of the consideration, then, that the soil is 
not replaceable? 

General Irscuner. We determine the benefits to the farmland, and 
we do take into account the increased value of that land because of 
the damages prevented and, of course, one of the damages to land 
might be the loss of property due to erosion. 

Mrs. Grirritus. Do you consider the possibility that the dam you 
are going to build would protect crops which may be surplus crops? 

General IrscunueR. Oh, yes, we do consider the value of the crops 
that are on these agricultural lands. 

Mrs. Grirrirus. Are you less likely, then, to build a dam? 

General Irscuner. No. The fact that the crops may be surplus 
should not have too much bearing if we assume that the surplus is 
only a temporary condition. Now, whether it is or not, of course, 
that we cannot say, but I certainly believe, and IT am sure you do, 
too, that with the increase in the growth of the population of the 
country, which is increasing so tremendously now, and with estimates 
for 1975 of a great increase over the present population, possibly 200 
million, that such surpluses should be absorbed, unless too much new 
property is put into agriculture in the meantime. 

Mrs. Grirriras. Thank you. 

The Crarrman. The Mississippi River is entirely under the juris- 
diction of the Army engineers, is it not? 

General Irscuner. That is correct, sir. The Mississippi River 
development is the furthest along of any of our projects. We estimate 
that it is something like 60 percent complete at the present time, and 
we are very proud of the fact that since the project was started we have 
never had a flood in the Mississippi Valley. We may get one next 
year because of an extremely bad storm, but— 

The CHarrman. Is the entire cost of construction of the levees borne 
by the Government? 

General Irscuner. The entire cost of the levees in the Mississippi 
River project is borne by the Federal Government for that portion of 
the project which has been built since the 1928 flood-control law was 
passed for the control of the Mississippi River. On the other hand, 
the people down there have spent hundreds of millions of dollars prior 
to 1928 to build up their own levees, and the work that we have done 
has merely been to increase the height of these levees and the size of 
them, and supplement them in some areas. 

We do feel that the local contribution has been very substantial in 
the Mississippi Valley. 

The CHarrMan. Well, in the protective works protecting the cities, 
the cities furnish the land easements and rights-of-way, and the 
Federal Government bears all the other costs; isn’t that correct? 

General Irscuner. That is substantially correct, sir. They gen- 
erally take care of relocations of utility lines, and that sort of thing. 
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They also hold and save the Federal Government free from any damage 
claims. 

The CHarrMan. Are there further questions? 

Mr. Wipnati. Do you have any program for the Delaware River 
waters? 

General IrscHNER. We have underway at this time a new study, 
and a complete study, of the Delaware River Valley. We are having 
a meeting, within the next 2 weeks, with representatives of ‘“‘Inco- 
del’’—Incodel is the interstate agency that is concerned with the de- 
velopment of the water resources of the Delaware Valley—so until we 
obtain the results of that study we do not have a complete and up-to- 
date program for the development of that river. 

There have been difficulties due to lack of local agreement in the 
past, particularly as regards the use of Delaware River water by the 
New York metropolitan area for water supply, which have prevented 
a comprehensive program from being developed. 

Mr. Wipnatu. The flash flood that took place over around Strouds- 
burg, which took as a consequence a terrible toll of life, might have 
been prevented, I suppose, by an upstream dam? 

General IrscHner. I am sure a dam could have been built up- 
stream there which would have prevented that very large and un- 
fortunate loss of life at Stroudsburg. 

I am not at all sure that we would have had such a dam in our pro- 
gram because we must evaluate the economics of all these projects, 
and, of course, you can’t say that loss of life should be evaluated in 
monetary terms—we don’t believe it should—but the expectation 
that there would be such a large loss of life, or a flood in a relatively 
small stream—well, it just wasn’t anticipated. 

Mr. Wipnatt. General, that study that you are making will include 
the small streams that feed into the Delaware from northwest Jersey; 
is that right? 

General IrscHNnER. Yes; it will be a comprehensive study of the 
entire Delaware River Valley, including all tributaries, and we will 
work very closely with the States and with the other Federal agencies, 
including the Weather Bureau, the Department of the Interior, as far 
as fish and wildlife is concerned, Geological Survey, and so on, all other 
Federal agencies concerned. 

Mr. Wipna.t. So that you will not only have a flood program but 
something that will have to do with soil conservation also? 

General IrscHner. Yes; we will work in connection with the De- 
partment of Agriculture on soil conservation. We will work with the 
Department of Health, Education, and Welfare in connection with the 
pollution problem. 

Mr. WipnaLui. The meeting you are referring to is the one that is 
taking place on February 1; is it not? 

General Irscuner. I have it on my calendar, but I cannot recall 
exactly what day. But we have agreed with them to meet with them 
on a certain date, within the next 2 weeks. 

Mr. Wipna.u. General, I have just one other question: I notice 
that several Members of Congress have introduced a bill that would 
take the war risk indemnity insurance program that we had during 
World War II and enlarge it to include floods and hurricanes. 

Do you have enough knowledge of the subject to say whether or not 
vou think that it would be wise to attack the problem in that way? 
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General IrscHNnerR. Sir, that is a little bit out of my field. I assume 
that the wider the base, perhaps, the more desirable the insurance and 
more feasible. But I am not qualified to answer that question, sir. 

Mr. Wipna.t. I can understand, of course, Any program has to 
be wide, as to base, in order to make it practical. But we have an 
entirely different matter to concern ourselves with, because under 
immediate discussion we have a loss that is taking place every year. 
With the war risk indemnity program we were just guessing as to 
what might happen. We had never had any practical experience 
with it in the past. 

General Irscuner. There is a good deal of certainty, within broad 
limits, of flood damage. There are certain areas of the country that 
are developed now, and sometimes rather highly developed, which in 
many cases have been developed since World War II, that we can be 
extremely certain will be flooded within the next 10 years—some 20 
years, some 30 vears—lI was particularly impressed with areas in Los 
Angeles, where, right in the bottom of some of these normally dry 
arroyos, aicaaude expensive homes have been built—hundred-thou- 
sand-dollar homes——that are almost certain to be damaged by floods, 
though we don’t know when. And that same condition prevails in 
many parts of the country. 

Mr. Brown. General, would it be practical to try to control the 
headwaters of the smaller streams so that the water would not all go 
into the larger stream at the same time? 

General Irscuner. There is a very definite place for control of 
headwaters. It goes back, first, to the actual treatment of land 
itself, which is beneficial. It is beneficial on its own account, and it 
also has some value for flood control. And then going on downstream, 
the small dams have some value. 

But they by no means will control floods, because it is impracticable 
to build enough of them in any valley to take care of the problem. 
There is a very excellent book on that subject written by Leopold and 
Maddock, which I think covers it extremely well, and to my mind 
proves conclusively that you really need both small dams and the 
larger ones. 

The CuarrMAN. General, I presume if the private insurance com- 
panies were to enter this field, having had no actuarial experience, 
they would want to get some experience as to loss by floods over a 
period of years. Could the Army engineers furnish them that infor- 
mation, losses which have accrued to the people in the United States 
by flood, say, in the last 20 years? 

General Irscuner. I do not know whether they asked for that 
information or not. I think they did. Certainly if they had asked 
us we would have been very happy to furnish it. 

The CHarrmMan. What I want to know is, could you furnish that, 
with some degree of accuracy? 

General Irscaner. We could furnish it. I can’t testify to the 
accuracy because it is a very nebulous sort of an estimate at best, 
but we certainly could furnish some of that information, and would be 
very happy to do so. 

The Cuarrman. Are there any further questions? 

Mr. Mumma. Mr. Chairman. 

The Cuarrman. Mr. Mumma. 
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Mr. Mumma, General, what has been your experience with dry 
dams? 

General IrscHNER. We try to determine, in designing every flood- 
control project, whether it should be a dry dam, or a dam with a 
conservation pool init. It depends entirely upon the situation at that 
particular point. 

Mr. Mumma. Now, for instance, out in Ohio, where you have a 
number of them, they have been built, I imagine, for 10 to 15 years. 
Do vou know if there ever has been water put in those dams, generally 
speaking? 

General IrscuNer. In the Ohio Valley particularly, we have a good 
many dry dams—that is, dams that are left without any water in them, 
normally, and are filled up only to take care of floods, and then the 
water is evacuated from the pool as rapidly as the streams downstream 
will take that water. 

Mr. Mumma. And you pay the farmer only if he has damage to his 
crops at the time land is flooded; is that correct? Normally, | mean? 

General IrscHner. Yes, sir. There are a few projects of that type. 
More generally, we acquire the real estate—speaking now throughout 
the United States—and then we lease the land to the original owners, 
if they want it, and if not to them, to somebody else, for agricultural 
purposes. They, of course, do not build any structures in the pool, 
and they farm that land with the knowledge that at some time or 
other they might not be able to produce a crop. But they take that 
risk, and they get the land cheaply enough so that it is worth taking 
that chance. Furthermore, since 1953 we have been obtaining flowage 
easements only on property within the reservoir above the 5-year 
flood line. 

Mr. Mumma. Have many of those dams been flooded? 

General Irscuner. Oh, ves. 

Mr. Mumma. Very often? 

General ItscHNER. Some of the dams—not limiting it to the Ohio 
Basin, yes. They have stored water very frequently. There have been 
very few dams that have not stored water at some time or another. 

Mr. Mumma. Is it a desirable type of dam when you consider the 
overall expense over a period of years? 

General Irscuner. There, again, sir, it depends upon each 
individual case, and we try to analyze the economics of each one at 
the time it is designed. For instance, if we do have a conservation 
pool in a dam, in addition to a flood-control pool, or, let us say we 
have a power pool in addition, it means that the same reservation must 
be made for flood control, and, consequently, the height of the struc- 
ture, of the dam itself, and the amount of real restate that is acquired, 
must be greater. It must be a higher dam. 

Mr. Mumma. You say a power pool. What do you mean by that? 

General IrscHNeER. A power pool is a pool in a dam whicb is provided 
for hydroelectric power purposes. 

Mr. Mumma. That is not very common in a dry dam; is it? 

General IvscHNerR. Not in a dry dam, no. 

Mr. Mumma. Well, I am talking about dry dams. 

General ItscHNeR. Well, the way we consider a dry dam, it is a 
dam used only for flood-control purposes. 

Mr. Mumma. My point again is, Should that be used more? | 


realize when you build a permanent dam you have to relocate roads, 
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railroads, pipelines, and isn’t that reduced to a minimum in a lot of 
cases, where you would take more of a chance, maybe once in 10 
years, of having a flood get up to a railroad or some ‘thing, as against 
making all those provisions in the initial development? 

General Irscuner. Yes, that is certainly true. But, on the other 
hand, in many parts of the country—TI think possibly in all parts of 
the country—the storage of water for water supply, low flow augmen- 
tation, pollution control, and so on, is becoming more and more im- 
portant. Even in the East, we are now irrigating large areas with 
sprinkler irrigation. I think there is no question but what that will 
increase as the years go by. Therefore, I think that we must be 
careful to analyze each proposed flood-control project to make sure 
that the other purposes are considered. 

Mr. Muna. I realize that. 

General Irscuner. If they appear to be economically justified we 
should add them. If they are not, if those railroads that you speak 
of are too expensive to relocate, it won’t be economically justified. 

Mr. Mumma. Would it be for a dry dam, that is my point? 

General Irscuner. Well, the dry dam is the smallest of all the dams 
you would put into that area, and, therefore, in that case the dry dam 
would be the only answer. In that case we would build only a dry 
dam. 

Mr. Mumma. Well, it is just a point, with costs going up, and costs 
of moving roads and pipelines and so forth, I was wondering whether 
you were using more dry dams. That is my whole question. 

General Irscuner. | think it is just a matter that has to be deter- 
mined in every particular instance. 

Mr. Mumma. Well, you know whether you build a hundred of one 
kind or maybe two dry dams, and it wouldn’t amount to too much. 
If you were building 80 dry dams to 20 of the other kind, it would. 
Evidently from your conversation I realize that they don’t amount to 
much. Is that a correct estimate? It is not a big factor in your 
program? 

General Irscunrer. The dry dam question? 

Mr. Mumma. Yes. You know 15 years ago the only thing you 
thought of was dikes, and along the Susquehanna they have dikes at 
Wilkes-Barre, Sudbury, Williamsport, but now you are coming to the 
dams upstream, which from what little I know about it is the plan. 
I don’t know whether the concept is changing again to dry dams, 
which I thought was a pretty good idea. 

General ItscHner. Well, I don’t think it is quite true that we 
didn’t consider dams 15 years ago. Actually, we entered our flood- 
control program only in 1936, except for the Mississippi River. 

Mr. Mumma. Well, maybe I am a little off in the dates, but I do 
know that in Harrisburg, Pa., you had quite a scheme for dikes, 
which spoiled a good residential section. Now, the plan is for up- 
stream dams, and they have forgotten the dikes. 

General Itscuner. The two complement each other, of course. 

Now, one other thing I perhaps did not make myself quite clear on, 
and that is we are actually building many dry dams and we have many 
more proposed. Take the Kansas River Basin, which is far removed 
from your area. Out there the Tuttle Creek Dam, which is being 
built at this time, is a dry dam. 

Mr. Mumma. That is being built? 
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General ItscHner. It is being built. The other two projects iv 
the Missouri Basin which are being readied for design at this time, 
are being designed for dry dams. And yet in that country, much 
more than in the Ohio Valley, we would like to build dams with con- 
servation pools in order to provide low-water flow, which the people 
there would like to have very much, but due to the railroads being in 
the way—and they are—it would just be too expensive to justify the 
incorporation of water and irrigation storage in these particular dams. 

Mr. Mumma. Recreation is a big thing, too, which they look at in 
Pennsylvania. 

Mr. Nicuoutson. Mr. Chairman. 

The CHarrMan. Mr. Nicholson. 

Me. Nicnouison. These power dams are no help as far as floods are 
concerned, because you have got your water up on top there all the 
time, anyway, and when you get a little extra it is bound to go over 
the dam. 

General ItscHnerR. That depends upon 

Mr. Mumma. When it gets to a certain height, it is true it goes off, 
you have sluiceways to let the water go. But in a power dam you have 
got to keep the water up to the top all the time. There is no advan- 
tage in a flood, as far as I can see, unless you let it go 2 or 3 days before. 

General IrscHNrer. Of course, we do try to evacuate these dams 
when we see a flood coming. In some areas that is feasible, in others 
it is not. 

Out in the western part of the country, where most of our floods, 
or in some cases all the floods, are caused by snowmelt, we can quite 
readily anticipate the amount of runoff that must occur during any 
flood early in the year, and then we capture enough water to take 
care of the irrigation and the power requirements, and it works out 
very well. 

Mr. Mumma. Does the industry on those rivers build dams, itself, 
the various industries? 

General IrscHnNrr. Are you speaking of the West? 

Mr. Mumma. Anywhere in the United States, for that matter. | 
suppose on every river there is some kind of industry that is there 
because it wants to use that water, dam it up and use it to turn the 
machinery. That is the way they do it in New England, anyway, 
or did. 

General Irsconrer. That is correct, direct-drive water power. 
Nowadays, of course, they have given up most of that type of 
development for the more efficient hydroelectric power, which does 
not require that the factory be located right on the banks of the river 
in the flood plain. 

But there are a lot of factories still remaining at the water’s edge 
that are located there because at one time they operated with direct- 
drive water power. 

But to answer your primary question, Mr. Nicholson: We do need 
additional capacity in any multiple-purpose reservoir in most parts 
of the country to take care of the flood storage that we desire; if it 
has any other purpose, such as power, or water supply, or irrigation 
storage in it, it does require additional storage, additional height of 
the dam, and additional real estate acquisition, because of the wider 
area of the pool. 
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The CHarrMan. I think the Army engineers, usually, where they 
can be used for electrical energy, have been in favor of high dams. 

General Irscuner. We are in favor of development of hydroelectric 
power where it represents the best development of the water resource 
of the river. 

Now, in some cases—in Many cases—it is not economically feasible. 
In other cases, it is, and where it is, we recommend it. 

The CuarrmMan. And vou usually have the opposition of the big 
power companies, notwithstanding that vou don’t compete with them. 
You may furnish it to REA, or to the farmers who otherwise wouldn’t 
get it, still they are very active in opposing a high dam being built. 
I have discovered that. Haven’t vou found that? 

General IrscHNER. No, sir; I can’t honestly say that we have found 
that to be the case. My experience, personally, has been out in the 
West, largely, where cooperation is very marked between the private 
utility companies and the Corps of Engineers and the Federal Govern- 
ment. 

But even in the eastern part of the country, or the central part, we 
find that the utility companies, as a whole, are anxious to see the 
development of the hydroelectric potentialities, and I could give vou 
specific cases, recently, such as the McGee Bend Dam, in Texas, 
where the Gulf States Utility Co. has been very anxious that we 
develop that power. I think possibly Mr. Brown, on the Savannah 
River, will recall that a power company was glad to see that power 
developed. At least, they have been very cooperative, and have 
acted in that manner, as far as I can tell. 

The Cuarrman. How will your power be used in that particular 
section? 

General Irscuner. The power 

The CuarrmMan. Will it be sold to utilities? 

‘General IrscuNner. Sir, the power which is developed at Corps of 
Engineer projects, is, in all cases, turned over to the Department of 
the Interior for disposal, and they have the Southeast Power Admin- 
istration, and others in other parts of the country, which dispose of 
that power. There is a preference clause in the law which requires 
that public electric utility organizations be given a preference. 

If they cannot sell it to the REA’s, or other publicly owned utilities, 
they do sell it to the private utility companies. 

The CHatrMan. I have no doubt that they would be in favor of 
that. But if it was inevitable that the power generated would be sold 
to the REA I am quite sure their attitude would not be the same. 

General IrscHNER. Well, they, of course, are in business to make a 
profit, like everybody else. I agree that vour assumption may be 
right. 

The CHatrMAN. I realize that is a natural attitude to take, but it 
is always taken. 

General Irscuner. I will say this, Mr. Chairman: It is working 
out extremely well at this time as far as our corps projects are con- 
cerned. We have a tremendous amount of installed electrical capac- 
ity, actually. I can’t give vou the exact figure at this time, but it is 
about 5 million kilowatts of installed power—a very substantial part 
of the amount generated in the United States. 

The CuarrMan. Are there further questions? 

Mr. Bett. I have a question. 
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The CHatrrMan. Mr. Bell. 

Mr. Beuu. General Itschner, I would like to ask 2 or 3 fundamental 
questions. 

The Corps of Engineers builds dams for flood-control purposes, 
primarily? 

General ItscHner. That is correct, sir. 

Mr. Bei. Sometimes in that you include also multiple-purpose 
dams? 

General Irscuner. That is correct. 

Mr. Bet. The expense for all purposes, could you break down for 
me the proportion of expense that is borne by the Federal Government 
in erecting those dams, and, say, the local governments, or participat- 
ing political subdivisions? 

General Irscuner. Generally speaking, for the construction of 
dams, the Federal Government pays the entire cost for the flood-con- 
trolelement. The local people pay the entire cost of any water supply 
storage that may be incorporated. 

Mr. Beuu. That would be for irrigation, and for municipal and 
industrial uses? 

General Irschner. That is correct, sir, anv use of the water to 
which they may see fit to put it. 

Mr. Bett. It doesn’t make any difference which local subdivision 
does that? 

General IrscHNER. We don’t care. Sometimes it is done indirectly 
by a private concern, but through some sort of a local government. 
But so long as the payment is made, which represents a fair proportion 
of the cost of the project, we are very glad to incorporate other purposes 
in the project, because it helps to reduce the Federal expenditure for 
obtaining a set amount of flood control. 

Mr. Betu. Even if some local industry, for example, contributes 
money to that end—that is, of conserving water for industrial or 
municipal or irrigation purposes—you have the deal strictly with the 
local governmental body? 

General IrscHNnrerR. That is correct, sir. Then the local govern- 
mental body can deal with the industry concerned. And they do, 
very often. 

Mr. Bei. And then your engineers will design the dam, embodying 
all of the multiple-purpose features possible? 

General IrscuneEr. That is correct; all those that are economically 
feasible. 

Mr. Betu. Yes, sir. 

One other thing. Perhaps I missed this because | came in late, 
but what recommendations does the corps have for protection in 
coastal areas, from tidal waves, storm wave action, and the like? 

General IrscHNer. At the present time—— 

Mr. Beti. Was that discussed before I came in? 

General Irscuner. To a certain extent; yes, sir. 

I might sum it up very briefly by saying that we are now engaged 
in a hurricane study, which will study the problem, and we hope will 
develop some possible solution as to the hurricane wave, tidal wave, 
and flooding problems along the Atlantic and gulf coasts of the United 
States. 

Mr. Be tt. I suspect that part of our coastal areas has protection 
now; has it not? 
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General Irscuner. The only protection that is provided now, aside 
from natural protection from hurricanes, storms, and tidal waves, is 
that which is incidental to navigation or beach erosion protection 
structures. In other words, we have not built any engineering works 
to protect against hurricane waves, tidal waves, or storms. 

Mr. Bett. What about the seawalls? 

General Irscuner. Yes, sir; we are permitted, by law, to enter into 
what we call beach erosion protection projects, and that is what | 
believe you are referring to, generally, at least. These projects may 
consist of seawalls, groins, or merely nourishment of the beach by the 
pumping of sand onto that beach in order to replenish sand losses 
that have occurred. 

The Federal Government, by law, is permitted to participate up to 
75 percent in the cost of making these studies, but actually by admin- 
istrative action it is limited to 50 percent. In the cost of providing the 
protection that is required, the Federal Government is permitted to 
participate to the extent of one-third of the cost of protecting publicly 
owned property—that means State or local government property, and 
not at all for private property. 

Mr. Bstu. In other words, under the present law, the Federal 
Government, if a situation existed where portions of a city were 
flooded by wave action caused by storms, there is no money available 
from the Federal Government to participate in the building of 
seawalls? 

General Itscuner. That is correct, sir. The Corps of Engineers 
has no funds for that purpose because a flood caused by the raising of 
waters on a lake, or on the ocean, whether caused by hurricane or for 
any other reason, is not considered to be a flood within the meaning 
of our flood-control laws. 

Mr. Bety. But you are carrying on beach-erosion projects, are 
you not? 

General Irscungr. Yes, sir; but that is under special legislation for 
beach-erosion projects, for which I described the terms to you a short 
time ago. 

Mr. Betz. And that would apply only to public property? 

General Irscunser. Yes, sir. The study, of course, being done on 
private property, too, but the actual construction only on public 
property, and then only with a Federal participation of one-third. 

Mr. Betx. But public property is protected, and, incidentally, 
private property also? 

General IrscHner. Well, if the protection of private property is 
incidental, why, I am sure that would be welcomed. 

Mr. Bei. But you do propose further study in that direction? 

General IrscHnER. We are studying that problem. I might supple- 
ment my statement to this extent, too, to say that the problem of 
flooding, from bodies of waters, compared with streams and rivers, 
was taken up with the House Public Works Committee during the 
year of the 1954 omnibus bill. We presented, I believe it was three 
reports, recommending that seawalls or dikes be constructed, and the 
committee recognized that this was a new field for Federal participa- 
tion and, therefore, took the matter under consideration and did not 
include these projects in the omnibus bill when they passed the bill. 

So far as we know, the committee is still considering this problem. 
It is a problem that is recognized and one for which there should be 
some decision. 
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Mr. Bex. Thank you. 

Mr. Reuss. Mr. Chairman. 

The CHarrman. Mr. Reuss. 

Mr. Reuss. General Itschner, this committee, as you know, has 
before it a number of bills the general intent of which is to appropriate 
from public funds the difference between reasonable rates on flood- 
damage insurance and rates actually sufficient to pay the losses, and 
these various bills authorize appropriations ranging, I think, from 
around $5 million to around $100 million. 

Do you have an opinion, General, as to whether the taxpayer and 
the Government are better off using a given sum of public moneys for 
supporting a flood-damage insurance program of this general sort, as 
opposed to using a similar sum in the Corps of Engineers flood- 
control works? 

General Irscunur. Well, that is a very difficult question for me to try 
to answer, but I feel, in the first place, that it probably will be necessary 
to subsidize such an insurance program if it is to be successful. I think 
the cost of administering such a program will be relatively great, 
because of the great complexity of the problem of trying to determine 
proper premiums for this insurance. Every building, almost, should 
properly have a different rate, because the chances of damage by 
flood, and the amount of damage, will vary. 

I feel that in the long run, beyond any question it would be far 
preferable to apply the funds toward a solution of the flood-control 
problem rather than to spend them on insurance. On the other hand, 
it must be recognized that people have suffered tremendous losses in 
the past few years, and, therefore, my answer must be that I think 
we should do both. I think we can afford to do both, and that a proper 
flood-control program, accompanied by a reasonable amount of 
Federal subsidy to an insurance program, would best meet the require- 
ments of the Nation, and the Nation can afford both. 

Mr. Reuss. Thank you very much, General. 

Mr. Wipnatu. An adequate flood-control program would take 
years to accomplish, General, and meanwhile there should be some 
protection for the American people; isn’t that right? 

General Irscuner. That is correct, sir. You will probably recall, 
I mentioned that even with our presently authorized active flood- 
control program, and the present rate of appropriation for that pur- 
pose, it would take us 27 vears to accomplish the program. 

Now, we know very well that there are going to be many, many 
other new projects added to the program, and, consequently, what 
you say is precisely correct, that until that program can be accom- 
plished at a reasonable rate of appropriation we should be able to 
take care of the people who suffer great damages from floods, also try 
to spread those damages among as many people as possible. 

The CuarrmMan. If there are no further questions, General, you 
may stand aside. I think I should express to you the gratitude of the 
people of my district for the fine work the Army engineers have done 
in protecting them against floods. 

General Irscunrer. That is a very gratifying statement, sir, and 
I will be very happy to give it to General Sturgis who is especially 
interested in the Ohio River where he spent a number of years in the 
service, 
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The CHarrMAN. My district extends about 300 miles along the 
Ohio River, and we are a happier and more contented people because 
of the flood protective works. 

We are very glad to have your views, General. 

General Irscunrer. Thank you, sir. 

The CuarrMan. Call the next witness. 

The Cierx. Dr. Helmut E. Landsberg, Chief of the Climato- 
logical Services Division of the Weather Bureau, Department of 
Commerce. 

The Cuartrman. Dr. Landsberg, you may proceed as you please. 
If you have a written statement, you may read it. 


STATEMENT OF HELMUT E. LANDSBERG, DIRECTOR, CLIMA- 
TOLOGICAL SERVICES OF THE WEATHER BUREAU, DEPARTMENT 
OF COMMERCE 


Mr. Lanpssperc. Thank you, Mr. Chairman. I have a_ brief 
statement. 

My name is Helmut E. Landsberg. I am in charge of the Climato- 
logical Services of the Weather Bureau, Department of Commerce. 

The Weather Bureau was born last century because of popular 
demands for warnings against weather disasters. This is still one of 
the Bureau’s main functions. For this purpose we chart and track the 
storms that cause these disasters. The main aim of our records is, 
of course, to learn more about the behavior of storms in order to 
improve the forecasts. Incidental to this primary purpose of record- 
ing and analyzing weather events the Bureau has kept for many 
decades some statistics on casualties and damages caused by adverse 
weather. 

It is a check on effectiveness of the warning system for minimizing 
losses of life, limb, and property. The whim and fury of the storms 
has not abated through the years. But thanks to improved fore- 
casting techniques and the quick distribution of warnings by the 
press, radio, and television, losses of life have, in recent years, re- 
mained moderate. There have been no repetitions of the Galveston 
catastrophy of September 1900 when a hurricane surge drowned 6,000 
people. 

The damages incidental to these major storms, whether they are of 
tropical origin or start in our own latitudes, are usually caused by 
wind or water, or a combination of the two. Technically we distin- 
guish as damaging elements extreme wind gusts, wind-driven rain 
which penetrates into houses, coastal storm surges, often popularly 
known as storm tides, and floods caused by excessive storm rainfall. 
In reality, in a big storm system or hurricane it is often quite difficult 
to distinguish what element or combination of elements caused what 
proportion of the damages. 

We submit herewith some tabulations on casualties and damages 
from floods and hurricanes, as they have accumulated in our files over 
the years. They report disastrous events from many parts of the 
Nation. Although the immediate coastlines of the gulf and the 
Atlantic are particularly endangered by the direct effects of hurricanes 
such as wind, rain, and storm surges, secondary effects of these storms 
reach often far inland. 
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I need only to recall to you the extraordinary rains and ensuing 
flash floods of August 1955 in the New England, New York, Pennsyl- 
vania, and New Jersey area. Excessive rains from extratropical 
storms, our run-of-the-mill variety, affect, from time to time, every 
one of our river and stream valleys, large ar small. 

The year 1955 has set a rather unfortunate record in that respect. 
Large areas had the maximum rainfall since the start of officiel 
records. This was the case for the August 1955 rains of southern 
New England, New York, Pennsylvania, New Jersey, Maryland, and 
eastern North Carolina. In December 1955, new rainfall records 
were set for California and Oregon. The floods caused by these rains 
are still fresh in our memories. However, a look at table 1, on major 
flood disasters in the Nation over the last five decades, shows the 
widespread geographical distribution of these disasters. Table 2 
gives comperison statistics on tropical storms, which, of course, 
include all hurricanes. The figures in table 2 show primarily the 
damages resulting from wind or wind-driven water or local inundation. 
Damages from major floods caused by the hurricane rains are 
excluded. 

Finally, in table 3 there is a combination of these figures for the 
years from 1925 on. The earlier years are omitted because the availa- 
able reports were not as complete as in later years. Also there has 
been notable climatic changes since the turn of the century so that the 
newer storm patterns are better reflected in the later years. 

As to the figures on casualties and damages some explanation is in 
order. These statistics should be taken as estimates only. They were 
collected incidental to our primary purpose of surveying the meteoro- 
logical and hydrological aspects of the storms and floods. They are 
obtained by Weather Bureau stations throughout the country from a 
wide variety of sources, official and unofficial. They came from the 
Red Cross, civil-defense authorities, Corps of Engineers districts, police 
records, insurance companies, State and municipal governments, and 
newspapers. As far as possible, they include all damages, public and 
private. They apply to real estate, industrial establishments, roads, 
railways, utilities, and agriculture. Many of the original sources had 
only estimates. Hence, the figures should be looked upon only as 
orders of magnitude. There have been no adjustments made from 
year to year for changes in property or currency values. The data 
for 1955 are still incomplete and, hence, those figures are definitely 
subject to revision. 
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TaB_e I.—Losses in individual great floods in the United States since July 1902 





Date 


May-June 1903_- 


ily 1908_ 


July 1909- 
March 1912___ 
March 1913 


Jecember 1913 
June 1915 
August 1916 
June 1921___ 
September 1921 
April-May 19222 


ictober 1923 
March 1924 
Spring of 1927 
August 1927. _. 
November 1927 

une 1928 
August 1928 
September 1928 __- 
March-June 1929 


ily 1929 
October 1929 
January 1930_. 
May 1930 
Septem ber-October 1932 
March 1933 
December 1933 
May 1935 
May-June 1935 


Fuly 1935 

December 1935 
March-April 1936 

July 1936 

September 1936 
January-February 1937 
December 1937 
March 1938 
September 1938 
July 1939 i 
February-M:; arch 1940. 
August 1940 


October-November 1941 
April-June 1942 


M ay 1942. 
uy 1942 














Locality Lives!) Properts 
Kansas, lower Missouri, and upper Mississippi 100 | $40, 000, 000 
Rivers. 

Missouri River___- : 9, 339, 000 
Upper Mississippi River -- 4 j 5, 600, 000 
Red River. .-_- . 16, 200, 000 
Missouri River east of Kansas City__- es 5, 500, 000 
Lower Mississippi River. - mated . 70, 000, 000 
Ohio River and tributaries ; 467 | 147,000, 000 
Mississippi River ---_--- : J ; 7, 000, 000 
Texas rivers___--- : 177 9, 000, 000 
Kansas River -_- 7 5, 950, 000 
Rivers of the Carolinas 21, 700, 000 
Arkansas River in State of Colorado 120 25, 000, 000 
Texas rivers 215 19, 000, 000 
Upper Mississippi River_- 4, 700, 000 
Ohio Valley 4, 000, 000 
Lower Mississippi River_- J . 7, 500, 000 
Lower Arkansas, including the State of Oklahoma_. 15, 000, 000 
Potomac River___-_-- 6, 000, 000 
Mississippi Valley - 313 284, 117, 631 
Arkansas River and tributaries 3, 440, 000 
New England rivers. - -- = ; SS 





577, 700 
Ohio Valley : 











: 500 
South Atlantic ‘drs 1inage- 4, 0, 000 
-do- 4, 000, 000 
East gulf drainage 8, 000, 000 
Ohio Valley 5 16, 500, 000 
Missouri Valle y 2. 000, 000 
Upper Mississippi Valley 3, 600, 000 
Lower Mississippi River- 10, 000, 000 
Arkansas-White Valley ---_- 2, 700, 000 
Rivers in Texas..-_-.-..--- 8, 000, 000 
Rivers in central Kansas__- 4, 000, 000 
Rivers in Southeastern States. 39. 000, 000 
White-Wabash Rivers. --- 7, 000, 000 
Red River and tributaries 3, 000, 000 
Lower Rio Grande 2, 500, 000 
Ohio River 2, 000, 000 
Columbia River and tributaries 10, 000, 000 
Rivers in eastern Colorado _- 6, 000, 000 
Republican and Kansas Rivers. 110 18, 000, 000 
Lower Missouri River 10, 000, 000 
Upper Susquehanna tributaries - - - 52 26, 000, 000 
Houston, Tex., area : 2, 500, 000 
Rivers in Eastern United States -- 107 270, 000, 000 
Rivers in central Texas 2 2, 000, 000 
Rivers in central and northern Texas ), 000 
Ohio and lower Mississippi River Basins__-._----_-- 137 5, 000 
Sacramento Valley_._...............-- TSeeEe SS iad , 000 
Streams in southern California.__.___.------.------- 79 , 000 
Rivers in New England__- 55 SES eR : = ‘ 
Licking and Kentucky Rivers..__.__-- vee a 78 1. 
Sacramento Valley- ; : ieee a 6, 700, 
Rivers in southern V irginia, the Carolinas, and east- 40 12 000; 000 
ern Tennessee 
Arkansas River Basin ____...-- ae eee! en 8, 500, 000 
Upper Mississippi, Missouri, Arkansas, Red, and ..---. 44,350,000 
Trinity River Basins. 
Delaware and Susquehanna River Basins- cS 33 13, 000, 000 
Upper Allegheny River and Sinnemahoning Creek 15 10, 000, 006 
Basins 
p. 39. 
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TaBLeE I.—Losses in individual great floods in the United States 


July 1902—Continued 





Date Locality Li 
November-December 1942__..| Willamette River. 
December 1942-January 1943__| Ohio River spidginie 
April-June 1943____....-.. .-| Maumee, Wabash, upper Mississippi, Missouri, 
White, and Arkansas River Basins. 
August 1943 BN eR Pa a 
April-June 1944____- .....--| Upper Mississippi, Missouri, Arkansas, Red, lower 
| Mississippi Basins and east Texas streams 
Feburary-March 1945__. ..| Ohio River 
February-April 1945_.........| Trinity and Sabine Rivers 
March-July 1945 .....-----| Lower Mississippi River- 
oS ee ..--.---| Lake section of Rensselaer County, N. Y 
December 1945_- sca .-| Willamette River__- 
January 1946_-___- chee | Cumberland River 4 
Tennessee River and tributaries 
May-June 1946____..- .....| Trinity River 
September 1946____.-- San Antonio and Nueces Rivers 
December 1946 ee ..| Willamette River 
April 1947 ee es Allegheny River 


May-July 1947...........- ..| Rivers in Middle West in the lower Missouri and 
middle Mississippi River Basins. 


June 1947____- J .-| East Creek at Rutland, Vt 


SS") a | Susquehanna River and tributaries 
April-May eae ..-| Red River of the North and tributaries 
May-June 1948__......._.__. | Columbia Basin 

June-July 1948._.._...._.......| Arkansas River and minor tributaries 
December 1948___----- ...| Housatonie River 

April 1949 : PARSE | Rio Grande 

May 1949. ole ..-| Trinity River 


June 1949. 
April- May 1950. 
June 1950_-___- = 
November-December 1950_ 
February 1951 


Shenandoah and Potomac Rivers 

Red River of the North- 

Central West Virginia ‘ 
Central Valleys of California and western N 
Simin Be _.....| Western Washington 


March-April 1951____- _.| Alabama and Georgia 
i") ae _.....--| Upper Mississippi Basin 
June-July 1951_..............- | Kansas and Missouri 
January-February 1952_____- | Ohio River- 


OS Se eee | Red River of the North, upper Mississip pi, and Mis- 
souri River Basins. 


...| Great Basin 


May 1952 


September 1952__......__- __-| West Gulf of Mexico drainage ss 
GNET TOUB...< nckneccccescces Northern Californai, Oregon, and Washington-_-_--..)_. 
Sees DOM NINN NIB en cc cdc Seen ewemecaien 
co" 2 Sees he a ee eee 
RR aca ER Northwestern Iowa > tad 
June 1954. -...................| lowa and adjacent States. vs 

| 8 eee Middle Rio Grande and Lower Pecos Riv 
nee eae ae Upper Ohio flood i 

ee Chicago-area flood a 

De ft I SS Sele Upper Pecos River in New Mexico. 
po een Northeastern United States 
December 1955_................ West-coast area 





Since 
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Property 


$6, 
10, 
172, 


YOO, O04 
540, OOK 
500, 000 


, 300, 00K 
, 000, 000 


, 000, 000 
, 000: G80 


500, 000 
500, 000 


, 000, 000 
, 925, 000 
, 500, 000 
, 150, 000 
», 050, 000 


5, 525, 000 


, 319, Gon 
», OOO. OO) 


O00, OOF 
300, OOO 
700, 000 


, OOO, OOF 
, SOU, OOF 


200, O00 
300, 000 





, 000, 000 


372, 800 
761, 800 
970, 700 


, 000, OOO 


959, 000 


2, 950, 300 


760, O00 


, O80, 000 
), 220, 000 
5, 000, 000 
, 370, 000 
, 000, 000 
, 000, OOF 





1 Loss of life carried only where considerable. 

2 No lives lost in Mississippi Valley floods of 1922. 

3 Partly storm damage caused by tropical disturbance. 
4 Preliminary. 

5 Approximate, 
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| Tropical storms reach- 








TaBLe II.—North Atlantic and Gulf tropical storms, 1900-1955 














| Tropical storms ing the United States | Deaths in| Estimated 
i cua | the United | damage in the 
Year | States from} United States 
Less than | Less than tropical from tropical 
Hurricanes | hurricane |Hurricanes'| hurricane storms storms 
force force | 
} | 
} | 
1900 3 | 2 2 | 2 | 6, 000 $20, 000, 000 
1901 _- 5 | 5 | 4 | 2 | 10 1, 600, 000 
1902 | 3 1 | 3 n (?) 1, 000, 000 
1903 6 2 | 2 | 0 | 9 300, 000 
1904 | 2 7 | 2 3 | 16 | (3) 
1905 2 1 0 | 1 (2) (3) 
1906. 6 3 4 1 | 260 | 3, 480, 000 
1907 0 | 4} 0 2 | (2) | (3) 
1908 3 3 | 0 | 2 | (2) (3) 
1909 4 8 | 3 | 4 | 391 | 8, 000, 000 
1910 2 2 | 2 0 | (2) (3) 
1911 2 0 | 2 | 0 17 | 1, 200, 000 
1912 5 3 3 | 3 | (2) | 37, 000 
1913 2 2) 2 | 1 | 5 | 5, 000, 000 
1914__ 0 2 | 0 | 2 | (2) (3) 
1915 3 2 | 3 | 1 | 550 63, 000, 000 
1916___. | 7 6 4 4) 107 | 33, 324, 000 
1917 1 1 | 1 0 | 5 | 170, 000 
1918 2 2 1} 0) 34 | 5, 000, 000 
1919 4 3 | 1 | 1 | 287 | 22, 000, 000 
1920 2] 2 | 2 | 1 2 3, 000, 000 
1921 3 2 | 2) 0 5 | 3, 000, 000 
9 2 | 9 | 2 | 3 
1923 : 3 | 4 : (2) 19, 500 
1924 4 | 4} 2 1 | 2) (3) 
1925 .7 2 1 | 1 | 6 (3) 
1926 7 | 3 | 3 | 0} 269 106, 500, 000 
1927 2] 5 | 0 1 0 (3) 
1928 3 3 | 1 | 2 | 1, 836 25, 000, 000 
1929 2 0} 2 | 0 3 653, 000 
1930 1 1 1 0 0 (3) 
1931 2 6 0 3 0 (3) 
1932 6 | 5 | 1 | 4 (2) | (3) 
1933 10 | 11 4] 2 63 45, 650, 000 
1934 5 | 6 2 2 17 4, 760, 000 
1935 5 0 2 0 414 11, 500, 000 
1936 5 | 12 3 4 | 9 2, 300, 000 
1937 2 7 0 | 4} 9 42, 500 
1938 4} 4 2) 2 600 300, 245, 000 
1939 2 3 0 3 3 2, 000 
1940 4 4 2 1 51 4, 743, 500 
1941 4 2 | 2 2 10 7, 675, 000 
1942 2 6 1 2 s 27, 101, 000 
1943 5 5 3 1 16 16, 765, 000 
1944 6 4 3 1 64 165, 010, 000 
1945 4 6 3 1 7 80, 133, 000 
SS ee e 2 4 2 2 0 5, 200, 009 
a tare ee 4 6 2 6 53 135, 757, 500 
1948 ies 5 | 5 3 2 3 | 18, 400, 000 
1949 8 3 3 1 4 58, 750, 000 
1950 ll 1 3 1 19 35, 850, 000 
1951 8 2 1 0 0 2, 000, 000 
1952 . 6 0 1 0 3 2, 750, 000 
a sania 5 3 2 2 2 6, 162, 500 
ERE RA See airs 6 2 é 1 193 | 755, 472, 500 
CRS 5 10 3 4 1 4218 290, 000, 000 


' Not all had maintained winds of hurricane force at the time of entering the continental United States, 


?No figure available; presumed to be very few or none. 
‘Figures not available; damage usually minor. 
4 Includes duplication of deaths from floods in the Northeast 
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TaBLeE III.—Flood and tropical storm damage in the United States, 1925-55 

















| Tropical storms Floods | Total 
_ | ) RR 

Deaths Damage Deaths Damage Deaths | Damage 

. } 
1925.........------] 6 | (4) 36 | $9, 922, 000 | 42 | $9, 922, 000 
| (SETS TS 269 $106, 500, 000 16 | 23, 470, 000 285 129, 970, 000 
1927__- 0 | (‘) 423 | 347, 658, 000 423 347, 658, 000 
1928_. 1,836 25, 000, 000 15 | 44, 614, 000 1,851 | 69, 614, 000 
a... -| 3 653, 000 | 89 | 68, 099, 000 | 92 68, 752, 000 
ee... aon 0 (') | 14 15, 850, 000 | 14 15, 850, 000 
. = Ege 0 (1) 0 | 2, 810, 000 | 0 | 2, 810, 000 
Sasa | 0 | (‘) } 11 | 10, 295, 000 ll 10, 295, 000 
SES ee LS 63 | 45, 650, 000 | 33 | 36, 679, 000 96 82, 329, 000 
1934 a 17 4, 760, 000 88 | 10, 361, 000 105 15, 121, 000 
1935. -- caeeneel 414 | 11, 500, 000 | 236 127, 130, 000 650 138, 630, 000 
1936- : 9 | 2, 300, 000 142 | 282, 549, 000 151 | 284, 849, 000 
1937 oe 0 42,000 | 142 440, 740, 000 142 440, 782, 000 
Aes 600 | 300, 245, 000 180 101, 100, 000 | 7380 401, 345, 000 
a Oe ee 3 2, 000 83 | 13, 834, 000 | 86 | 13, 836, 000 
1940. . al 51 | 4, 744, 000 | 60 40, 466, 000 | 111 | 45, 210, 000 
1941__. 10 | 7, 675, 000 | 47 | 39, 525, 000 | 57 | 47, 200, 000 
ae | 8 | 27, 101, 000 68 98, 506, 000 76 | 125, 607, 000 
1 a ae | 16 | 16, 765, 000 107 199, 733, 000 123 | 216, 498, 000 
2 eee 64 | 165, 010, 000 33 | 101, 079, 000 97 | 266, 089, 000 
”" acai 7 | 80, 133, 000 | 91 165, 797, 000 98 245, 930, 000 
| A tS | 0 | 5, 200, 000 | 28 70, 814, 000 y-.] 76, 014, 000 
1947_. 53 | 135, 758, 000 55 272, 328, 000 | 108 408, 086, 000 
1948. ___- bool 3 | 18, 400, 000 82 | 229, 960, 000 85 | 248, 360, 000 
ER ey 4} 58, 750, 000 48 | 93, 932, 000 52 152, 682, 000 
1950 eet 19 35, 850, 000 93 | 176, 049, 000 112 | 211, 899, 000 
Rete 0 | 2,000, 000 | 51 | 1, 028, 742, 000 51 | 1, 030, 742, 000 
1952__. SBE R 3 | 2, 750, 000 | 54 | 254, 064, 000 57 | 256, 814, 000 
REESE Seas, 2 | 6, 163, 000 | 40 122, 203, 000 | 42 | 128, 366, 000 
ae = 193 | 755, 473, 000 44 99, 149, 000 237 | 854, 622, 000 
1955 ...___- xt aed alert 290, 000, 000 |. - 800, 000, 000 | 2 293 | 1, 090, 000, 000 


l— 





! Minor or none. 
2 Incomplete. 


Mr. Lanpssere. If I add another brief statement, on October 31, 
1955, the Business and Defense Services Administration of the De- 
partment of Commerce issued a press release giving a preliminary 
damage estimate of $457 million, limited to the August floods in the 
Northeast. This figure was obtained from State and local sources, 
but listed mainly industrial, commercial, and real-estate damages, 
There were no uniform standards in the reporting of damage and, 
hence, the figures compiled are at variance with other figures compiled 
by other agencies using other criteria. 

The CHAIRMAN. Does the Weather Bureau make an independent 
investigation of the damage? 

Mr. LanpsBerG. No, sir; we make no direct investigation. We 
rely completely on indirect sources of information. We simply collect 
that incidentally. 

The CHarrMAN. How does your estimate compare with the estimate 
of the Army engineers? 

Mr. Lanpssera. Usually we coordinate our figures before we print 
them in our reports, with those of the Army engineers, and they 
generally gibe. 

The CHarRMAN. Yours are substantially the same as those of the 
Army engineers? 

Mr. LANpsBErRG, That is correct, sir. 

The CHatrMAN. What has caused the geographical and climatic 
changes? 
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Mr. Lanpsserea. J wish I knew, sir. We are trying to study this 
very problem. I think it is a general warming of the Northern 
Hemisphere that has caused these recent changes in the general 
patterns of the weather circulations. 

The CuarrmMan. This last year they have had tornadoes in Massa- 
chusetts. That was unprecedented, was it not? 

Mr. Lanpssperc. Not entirely, sir. Our memories are perhaps a 
little short, and our records are not quite as complete, but they had 
tornadoes in Massachusetts before that time. 

The Cuarrman. They did? 

Mr. Lanpspere. Yes, sir. They did not always strike a populated 
community. 

The CuarrMANn. We forget our troubles very quickly. 

Mr. LANpsBeErG. Yes, sir. 

The CHarrmMan. Well, there have been some cyclones in Michigan. 
I had never heard of cyclones in Michigan. I had never heard of the 
twisters coming up there as they did in this last year or a year or so 
ago. 

Mr. LANpsBerG. There, again, it was so because it struck Flint, 
Mich., and that was a large populated area. It caused large damages, 
and, hence, it got into the newspapers. But there were small ones. 
But if they had struck inhabited areas they would have done equal 
damage. 

The CuHarrMan. Does the Weather Bureau take any position on 
this matter? 

Mr. LanpsperG. No, sir; that is entirely outside of our area. We 
can only furnish what damage figures we have, and records of fre- 
quency of such events as floods or any other natural weather disaster 
to the insurance companies or agencies that would underwrite such an 
insurance. 

The CHarrMan. Well, now, the insurance companies have had no 
actuarial experience as to the frequency or the probability of these 
things. The Weather Bureau could furnish them evidence that 
might be very useful to them in coming to some conclusion. 

Mr. LanpsBerG. Yes, sir; and we will be very glad to furnish any 
amount of figures that they desire on those occurrences. 

Mr. Brown. Doctor, I would like to ask you this question: Within 
the last 2 or 3 years in our section of the country many of the wells 
have gone dry. They cannot get water. Why is that? It has been 
more marked in the last 2 or 3 years. 

Mr. LanpsperG. The drought in that area, sir, is apparently con- 
nected with this general shift of the circulation pattern to areas farther 
north. In other words, the belt of dry weather has shifted north, 
the belt of hurricanes has shifted north, the ice has been starting to 
melt, quite rapidly in the polar zones, and those things seem to be all 
in one package. 

Mr. Brown. I find there is lack of water in many areas of the 
United States today, as against a few years ago. 

Mr. LANpsBerG. Well, I believe there is a considerable amount of 
consumption, I mean greater consumption, and that has something 
to do with it. Actually, we have no indication that the total rainfall 
over the United States as a whole has seriously diminished, but you 
know it is often the maldistribution that vou notice. 
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The CuarrmMan. Well, the water table near the big cities has been 
reduced because of usage; isn’t that true? 

Mr. LANDsBERG. That is correct, sir. 

Mr. Nicnotson. Mr. Chairman. 

The Cuatrman. Mr. Nicholson. 

Mr. NicHotson. You mentioned Massachusetts. I don’t remem- 
ber any tornadoes there except the one in Worcester. When were 
these others? 

Mr. LanpsperG. I would have to check back on our figures, but 
there are figures on tornadoes in Massachusetts. We have all the 
statistics here and maybe we can give you a figure. 

Mr. Nicuoitson. We had a hurricane, but that blows down trees. 
A tornado blows down houses. There is some difference. 

Mr. Lanpspere. I recall that the hurricane blew down the steeple 
of the North Church, too, didn’t it? 

Well, we will be glad to supply you information, but actually there 
have been tornadoes. 

Mr. Nicnotson. We have trouble enough with ‘people saving, 
“Don’t go there, they have got tornadoes, they have got polio,’’ or 
something else. And now you tell me we have tornadoes. 

Mr. Lanpssere. I don’t want to insult any of the other States, but 
the worries of Massachusetts with respect to tornadoes are very small 
compared to some of the States in the Middle West and I will not 
mention the States specifically. 

Mr. NicHotson. Thank you. 

Mr. Mutter. Doctor, to paraphrase the statement erroneously 
attributed to Mark Twain many times, the Bureau can talk about the 
weather but can’t do anything about it. 

Mr. LANDSBERG. Yes, sir; that is so. 

Mr. Mutter. But, seriously, you can only give to us the picture 
as drawn from your statistics. You are not prepared to give us any 
opinion as to how we should tackle the problem? That is outside of 
your sphere? 

Mr. Lanpsperc. That is entirely outside of our sphere. 

The CHarrMAN. I am sure you would be very much gratified if your 
predictions were as accurate as your records of the past. 

Mr. LanpsserG. We would indeed. 

The Cuarrman. Are there further questions? 

Mr. McDonoveau. Mr. Chairman. 

The CuHarrmMan. Mr. McDonough. 

Mr. McDonovuen. How accurately can you estimate a weather 
disturbance of a major nature? How far ahead can you indicate that 
it is going to occur? Have you advanced in the science of the obser- 
vation of weather to the point that you can now indicate when it will 
occur more accurately now than you could 10 years ago? 

Mr. LanpsseraG. Yes, sir; I think there have been considerable 
improvements made in forecasting. Of course, they are still short 
range. In other words, we are glad if we make accurate forecasts 
24 hours or 48 hours in advance. We have not yet made very great 
inroads into the mysteries of long-range forecasting—that means over 
a period of a season. We are trying, but I would say our successes 
are not yet sufficient to put on record here. 

Mr. McDonoveu. Is there a natural pattern of weather in certain 
areas of the United States? 

72544—56 4 
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Mr. LANpsBerG. Yes, sir; there are seasonal variations. We do 
know that certain things occur more frequently in one season than 
in other times of the year, and then we are on the lookout for any 
early developments of such symptons. 

Mr. McDonoveu. If the natural pattern of a certain area is 
radically disturbed, are you able to determine what caused the 
disturbance? 

Mr. Lanpsserc. No; we are not. We are groping for the major 
reasons of such anomalies, as we call them, and some people seek for 
them on the sun, but we do not have the final answer. 

Mr. McDonovucu. You mean the idea that spots on the sun 
cause these things is merely theory? There isn’t any positive proof 
of it? 

Mr. LanpssperG. That is correct, sir. 

Mr. McDonoveu. Is it more difficult to estimate precipitation 
than it is to estimate air currents? 

Mr. Lanpssera. Yes, sir; very much more so. 

Mr. McDonovau. Does your Department do any seismological 
studies? 

Mr. LanpsspercG. No, sir; the Department of Commerce does, but 
the Coast and Geodetic Survey is the agency primarily responsible 
for that. 

Mr. McDonoveu. Have you done any study at all on air pollution? 

Mr. LanpsBerc. Yes, sir; we are cooperating with the Public 
Health Service on air pollution studies and the weather conditions 
that would be particularly favorable toward air pollution. 

Mr. McDonoveu. Have your studies on air pollution indicated an 
increase in air pollution in various industrial areas of the United 
States in the last few years? 

Mr. Lanpssperc. We have not made any direct survey of concen- 
trations. We have simply made surveys of the weather conditions 
that would keep material put into the air close to the ground. The 
Public Health Service has made some studies on the total amount of 
air pollution in various parts of the country, or I think they have 
them underway, under a special act of Congress. 

Mr. McDonouen. Have you made any studies as to the effect 
sunlight has upon the various air pollutions, hydrocarbons, and acids 
in the air? 

Mr. LanpsperG. Only what has been publicly learned from the 
studies of the Stanford Research Institute. We have not made 
any studies ourselves. 

Mr. McDonoven. In other words, the Public Health Service, and 
the Department of Health, Education, and Welfare now has the 
responsibility for it? 

Mr. LanpssercG. That is correct, and we are aiding them by helping 
them determine the weather conditions under which air pollution 
would stay near the ground instead of being dissipated by the air 
currents. 

Mr. McDonoveu. Are you making any studies as to what could 
prevent or neutralize these deleterious acids and hydrocarbons in 
the air? 

Mr. LanpssBera. No, sir. 

Mr. McDonoveu. That is all. 
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Mr. Mumma. One of. the questions often asked is about the effect 
of the atomic fallout on the weather. I would like to be able to 
answer my people. ‘The effect of atomic explosions on weather. 

Mr. LaANpsBerG. Well, the Research Division of the Weather 
Bureau has made some studies on that, and we cannot find, except 
in the immediate local areas, any long-range effects of atomic explo- 
sions on the weather. 

Mr. Mumoa. The effect has been rain, has it, or storm? 

Mr. LanpsBerG. In the immediate neighborhood you might find 
that, but not at any distance. 

Mr. Mumma. There are areas in the country, though, where storms 
form more frequently than in others? 

Mr. LanpsspercG. That is correct. 

Mr. Mumma. One of those, | believe, is out in Colorado somewhere, 
where you have motion picture machines taking photographs. 

Mr. LanpssBer@. That is correct. 

Mr. McVey. How large is the immediate community that may be 
affected by an atomic explosion? 

Mr. LANpsBERG. It would depend on the size of the explosion. 

Mr. MeVey. What distance in miles. 

Mr. LanpsBEeRG. I wouldn’t make any estimate of that without 
checking back with the Atomic Energy Commission. 

Mr. Beuu. I would like to inquire, Doctor, whether or not air 
pollution should be included, damage from air pollution, should be 
included as one of the factors in a disaster loan program. 

Mr. LANpsBERG. I have no opinion on that, sir. That is a matter 
of economics and goes far beyond the weather, about which I am 
competent to speak. 

Mr. Bei. Could the damage be great enough to warrant considera- 
tion—to crops and life, say? 

Mr. LanpsBerG. There, again, I don’t know. We don’t have any 
real absolute figures. We have never collected figures, and I think 
the Public Health Service would be a much better group of people to 
answer that question for you, sir. 

The CuHarrMAN. Your jurisdiction is over the most talked about 
subject of the world, the weather; isn’t that true? 

Mr. LanpssBerG. I wouldn’t call it jurisdiction. We are suffering 
along with it, sir. 

The Cuarrman. If there are no further questions—— 

Mr. Mutter. Just one question, Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Your agency has no figures compiled on damage 
caused by air pollution, I take it? 

Mr. Lanpssera. No, sir; we have no figures on that, sir. 

The Cuarrman. If there are no further questions, you may stand 
aside, Doctor. We are glad to have your views. 

Mr. LanpsserG. Thank you, sir. 

The CHairmMan. The committee will adjourn to meet tomorrow at 
10 o’clock. 

(Whereupon, at 12:05 p. m., the committee adjourned until Wed- 
nesday, January 25, 1956, at 10 a. m.) 
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Mr. LaNnpssperea. Yes, sir; there are seasonal variations. We do 
know that certain things occur more frequently in one season than 
in other times of the year, and then we are on the lookout for any 
early developments of such symptons. 

Mr. McDonovau. If the natural pattern of a certain area is 
radically disturbed, are you able to determine what caused the 
disturbance? 

Mr. LanpsBerc. No; we are not. We are groping for the major 
reasons of such anomalies, as we call them, and some people seek for 
them on the sun, but we do not have the final answer. 

Mr. McDonovcu. You mean the idea that spots on the sun 
cause these things is merely theory? There isn’t any positive proof 
of it? 

Mr. Lanpsperc. That is correct, sir. 

Mr. McDonovaeu. Is it more difficult to estimate precipitation 
than it is to estimate air currents? 

Mr. LanpssBera. Yes, sir; very much more so. 

Mr. McDonoven. Does ‘your Department do any seismological 
studies? 

Mr. LanpssperG. No, sir; the Department of Commerce does, but 
the Coast and Geodetic Survey is the agency primarily responsible 
for that. 

Mr. McDonovueu. Have you done any study at all on air pollution? 

Mr. Lanpsspere. Yes, sir; we are cooperating with the Public 
Health Service on air pollution studies and the weather conditions 
that would be particularly favorable toward air pollution. 

Mr. McDonovueu. Have your studies on air pollution indicated an 
increase in air pollution in various industrial areas of the United 
States in the last few years? 

Mr. LanpsserG. We have not made any direct survey of concen- 
trations. We have simply made surveys of the weather conditions 
that would keep material put into the air close to the ground. The 
Public Health Service has made some studies on the total amount of 
air pollution in various parts of the country, or I think they have 
them underway, under a special act of Congress. 

Mr. McDonovueu. Have you made any studies as to the effect 
sunlight has upon the various air pollutions, hydrocarbons, and acids 
in the air? 

Mr. LanpsserG. Only what has been publicly learned from the 
studies of the Stanford Research Institute. We have not made 
any studies ourselves. 

Mr. McDonoveu. In other words, the Public Health Service, and 
the Department of Health, Education, and Welfare now has the 
responsibility for it? 

Mr. LanpsserG. That is correct, and we are aiding them by helping 
them determine the weather conditions under which air pollution 
would stay near the ground instead of being dissipated by the air 
currents. 

Mr. McDonovuau. Are you making any studies as to what could 
prevent or neutralize these deleterious acids and hydrocarbons in 
the air? 

Mr. LanpssBere. No, sir. 

Mr. McDonoveu. That is all. 
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Mr. Mumma. One of. the questions often asked is about the effect 
of the atomic fallout on the weather. I would like to be able to 
answer my people. The effect of atomic explosions on weather. 

Mr. LanpsserG. Well, the Research Division of the Weather 
Bureau has made some studies on that, and we cannot find, except 
in the immediate local areas, any long-range effects of atomic explo- 
sions on the weather. 

Mr. Mumma. The effect has been rain, has it, or storm? 

Mr. LanpsBerG. In the immediate neighborhood you might find 
that, but not at any distance. 

Mr. Mumma. There are areas in the country, though, where storms 
form more frequently than in others? 

Mr. Lanpssera. That is correct. 

Mr. Mumma. One of those, | believe, is out in Colorado somewhere, 
where you have motion picture machines taking photographs. 

Mr. LanpsBerG. That is correct. 

Mr. McVey. How large is the immediate community that may be 
affected by an atomic explosion? 

Mr. LANpsBERG. It would depend on the size of the explosion. 

Mr. McVey. What distance in miles. 

Mr. LanpssBerG. I wouldn’t make any estimate of that without 
checking back with the Atomic Energy Commission. 

Mr. Betti. I would like to inquire, Doctor, whether or not air 
pollution should be included, damage from air pollution, should be 
included as one of the factors in a disaster loan program. 

Mr. LANpssera. I have no opinion on that, sir. That is a matter 
of economics and goes far beyond the weather, about which I am 
competent to speak. 

Mr. Betu. Could the damage be great enough to warrant considera- 
tion—to crops and life, say? 

Mr. LanpsBerG. There, again, I don’t know. We don’t have any 
real absolute figures. We have never collected figures, and I think 
the Public Health Service would be a much better group of people to 
answer that question for you, sir. 

The CuHarrMAN. Your jurisdiction is over the most talked about 
subject of the world, the weather; isn’t that true? 

Mr. LanpsserG. I wouldn’t call it jurisdiction. We are suffering 
along with it, sir. 

The Cuarrman. If there are no further questions—— 

Mr. Mutter. Just one question, Mr. Chairman. 

The CHarrman. Mr. Multer. 

Mr. Mutter. Your agency has no figures compiled on damage 
caused by air pollution, I take it? 

Mr. LanpsserG. No, sir; we have no figures on that, sir. 

The Cuarrman. If there are no further questions, you may stand 
aside, Doctor. We are glad to have your views. 

Mr. LanpssperG. Thank you, sir. 

The CuHairMAN. The committee will adjourn to meet tomorrow at 
10 o’clock. 

(Whereupon, at 12:05 p. m., the committee adjourned until Wed- 
nesday, January 25, 1956, at 10 a. m.) 
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WEDNESDAY, JANUARY 25, 1956 


Hovsr or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New House Orrice BurILpIne, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence and Messrs. Brown, Multer, O’Hara, 
Mrs. Sullivan, Mrs. Griffiths, Messrs. Vanik, Talle, Kilburn, Me- 
Donough, Widnall, Betts, Mumma, Hiestand, Nicholson, and Bolton. 

The CuarrmMan. The committee will be in order. 

We will resume hearings on disaster insurance. We have with us 
this morning Mr. Meistrell, Deputy Administrator, Housing and 
Home Finance Agency. 

Mr. Meistrell, we will be glad to have your views on the matter of 
insurance to victims of disasters. 

I believe now we have 32 bills on the subject, which indicates some- 
what the general interest on this question, and the great number of 
people interested in the proposition. 

We will be glad to hear from you. You may proceed as you wish. 
If you have a written statement, you may read it and then subject 
yourself to interrogation. 

Mr. Meistretyi. Mr. Chairman, with your permission, I would 
like to read the statement which has been prepared on this subject, 
and then answer any questions that the members may choose to ask. 

The CHarrMan. Very well; 


STATEMENT OF FRANK J. MEISTRELL, DEPUTY HOUSING 
ADMINISTRATOR 


Mr. Meistrreti. Mr. Chairman and members of the committee, 
I appreciate the opportunity to appear before your committee and 
present the views of the Housing and Home Finance Agency on H. R. 
8652, the National Flood Indemnity Act of 1956. 

We recommend the enactment of the bill and have been authorized 
to state that it is in accord with the program of the President. 

It is well recognized that both public and private facilities are 
presently inadequate to protect flood victims against financial losses. 
This situation is of major importance to our Nation in terms of hard- 
ship to individual citizens and adverse effect upon our economy. 
Throughout history floods have constituted perhaps the greatest 
natural disaster to man, and they continue to strike vast areas of our 
country. The extent of these losses in recent years, including the 
floods within the last year, have been presented to you by other wit- 
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nesses. Notwithstanding the vast amount of losses involved, there 
nowhere exists in the economy of our country any method by which 
victims of these floods can substantially retrieve their losses. Al- 
though insurance coverage is available for almost every other form of 
natural peril, it is not generally available for flood losses. As you 
know, the impact of the recent floods in the Northeast and the West 
has served to prompt action in both our legislative and executive 
branches on this problem. 

As one of the agencies assisting in relief following the recent floods 
in the Northeast, the Housing and Home Finance Agency began eariy 
last fall to study methods for relieving the plight of homeowners whose 
homes were destroyed or seriously damaged, as well as attempting to 
develop some method for avoiding similar hardships in the future. 
As part of this study the Housing Agency undertook to determine 
whether some form of insurance or indemnity program could give 
property owners financial protection against flood losses. For this 
purpose we held a series of meetings on the subject with representatives 
of casualty insurance companies and various lending groups, and these 
studies have continued in consultation with other agencies of the 
Federal Government. On the basis of our studies and consultation, 
we reached the conclusion that if this financial protection is to be 
afforded property owners, some form of Government participation is 
necessary. 

As you know, private insurance companies do not write flood 
insurance on real property of any kind, except for possibly a few 
isolated cases. They do underwrite flood risks in connection with 
personal property to some extent. In general, however, it may be 
stated that private insurance companies are unwilling to assume flood 
risks at this time. It is the considered opinion of insurance-company 
underwriters that insurance against the peril of flood applicable to 
fixed property cannot successfully be written. They feel that the 
virtual certainty of the loss by flood, its catastrophic nature, and the 
impossibility of making this line of insurance self-supporting prevents 
them from prudently engaging im this field of insurance. Also insur- 
ance companies have indicated that they have not entered this line 
of insurance because a flood disaster of considerable magnitude 
during the early vears of any flood-insurance operation could bankrupt 
a company before sufficient reserves were accumulated. 

Accordingly, Government participation is required if the needed 
protection for property owners is to be made available. Therefore, 
we have undertaken to determine the most feasible program which can 
be developed, with maximum opportunity for participation by the 
private insurance industry with the greatest opportunity for private 
enterprise to supplant the Government in this field of operation as soon 
as possible. In our judgment, H. R. 8652 would provide the necessary 
legislative authority for carrying out such a program. 

With your permission, I would like to refer briefly to the major 
provisions of the bill, and then comment upon the basic considerations 
involved. 

The bill makes provision for an experimental flood indemnity and 
reinsurance program on a voluntary basis. It would be administered 
by the Federal Government, acting through the Housing and Home 
Finance Administrator, who sol be required to utilize private 
insurance facilities to the fullest extent possible in the operation of the 
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program. The indemnity program would require contributions from 
the person to be indemnified, the State, and the Federal Government. 
Each State would decide for itself whether or not it wished to partici- 
pate in the indemnity program. The reinsurance program con- 
templates the writing of flood insurance by private companies which 
would have reinsurance contracts with the Federal Government. 
This program would require no contributions by the State or Federal 
Government. 

The Administrator would be authorized under the terms of the bill 
to issue indemnity contracts, upon the payment of a fee, protecting 
the person indemnified against damage to or loss of real or personal 
property caused by floods. Business inventories, stored agricultural 
commodities, and household effects are specifically mentioned as 
items of personal property which may be covered by the indemnity 
contracts. No items could be covered by indemnity contracts if in- 
surance for them is available on reasonable terms from private insur- 
ance companies or under any other public program such as Federal 
crop insurance. In issuing indemnity contracts, the Administrator 
would be required to give consideration to the undesirability of en- 
couraging the acquisition, maintenance, or location of property in 
areas which are subject to frequently recurring floods. 

The person to be indemnified would pay a fee equal to at least 60 
percent of an ‘estimated rate,’’ which would be the rate determined 
by the Administrator to be adequate to produce sufficient proceeds 
over a reasonable period of years to pay claims. The participating 
State in which the property is located and the Federal Government 
vould equally share in paying the balance of the “estimated rate.”’ 
Presently I will discuss the more important aspects of establishing 
these rates. Administrative costs for the operation of this program 
would be borne solely by the Federal Government and would not be 
taken into consideration in establishing the estimated rate or fee. 
The fees charged, plus the Federal and State contributions, would be 
placed in a Federal flood-indemnity fund from which losses would be 
paid. As the 60-percent fee to be paid by the person indemnified is 
a minimum amount, a higher percentage could be established if 
feasible, which would reduce, of course, the contributions by the Fed- 
eral and State Governments. 

The bill would limit the maximum indemnity coverage per person to 
$250,000, and would require that all approved claims be reduced by a 
minimum of $300 plus at least 10 percent of the remainder of the claim. 

The Administrator would be authorized to issue indemnity contracts 
in an aggregate amount of $1,900 million outstanding at any one time 
which amount could be increased by $1 billion with the approval of 
the President. The Administrator would be authorized to determine 
the aggregate amount of these contracts which could be outstanding 
at one time in any State, taking into account the needs of persons in 
that State for such indemnity protection. This would permit an 
allocation of the authorization on an equitable basis. 

Authority would also be given the Administrator to enter into 
reinsurance agreements with private insurance companies, subject to 
limitations in the bill, under any plan of reinsurance he deems will best 
effectuate the purposes of the act. He could, for example, reinsure 
against excess losses, a percentage of losses, or losses on other bases, 
within prescribed limitations. The reinsurance authorization would 
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be limited to $100 million outstanding at any one time. The reinsur- 
ance program would involve no participation by the States and no 
contributions from the Federal Government except the payment of its 
own administrative expenses. Thus flood insurance from private 
sources could also become available under a reinsurance program in 
States which may not participate in the indemnity program. 

The Administrator would be required to establish premiums for 
reinsurance which, in his judgment, would be adequate to pay claims 
over a reasonable period of years. A separate Federal flood- 
reinsurance fund would be created for this program. Although the 
amount of the reinsurance authorization would be small compared to 
the authorization for indemnity contracts, it may be some time before 
private insurance companies will participate to any extent in the 
reinsurance program. It is hoped that the reinsurance program will 
in time prove to be a convenient vehicle for the transition from these 
Government-operated programs to the assumption of flood risks by 
private carriers alone. 

As a backstop or reserve fund for the indemnity and reinsurance 
programs—which may become necessary in the event of a large 
catastrophe prior to the accumulation of reserves from contributions, 
fees, and premiums—the bill would authorize the Administrator to 
borrow from the Treasury up to $500 million outstanding at any one 
time, except that not more than $100 million could be borrowed prior 
to July 1, 1957, without the approval of the President. 

The Administrator would be specifically authorized to consult with 
representatives of the various States and with representatives of the 
insurance industry. Under the bill, he would also consult with other 
agencies of the Federal Government and States having responsibilities 
for land-use and flood-control and for flood-zoning and flood-damage 
protection in order to assure that the indemnity and reinsurance 
programs are consistent with the programs of those agencies. 

The Secretary of Agriculture and the Administrator would be 
required to coordinate their respective programs relating to flood 
indemnities, insurance, and reinsurance for agricultural commodities. 
The programs authorized by this bill would not be a substitute for 
the relief and rehabilitation programs of the Federal Government and 
private organizations, nor for the insurance or other aids made avail- 
able by Federal and State Governments, such as flood control and 
watershed flood prevention. 

Perhaps the most natural questions to be raised concerning this 
legislation relate to the amount of the fee which a person would have to 
pay to obtain an indemnity contract. As provided in the bill, this fee 
must be at least 60 percent of the estimated rate, which is the rate 
that would be adequate over a reasonable period of vears, in the 
judgment of the Administrator, to obtain funds sufficient to pay claims 
for probable losses. Thus it is contemplated that the rates would be 
computed to reflect differences in risks and would be based on the value 
of properties or such other feasible base as the Administrator may 
determine. Since exposure of properties to flood damage can vary 
widely, there can be a wide range in the estimated rates as between 
different properties. 

As vou may know, the rates under the crop-insurance program of 
the Department of Agriculture vary widely depending on the crop 
insured, the risk involved in the location, and the amount of insurance 
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per acre. We are informed that these rates range from 3 percent to as 
much as 40 percent of the amount of protection offered. We also 
understand that the experience of the Department would indicate that, 
with respect to crop insurance, if the rate is equitably adjusted to risks 
involved the amount of the rate has little effect on the acceptability 
of the insurance. 

To compute the estimated rates under the indemnity program, it is 
necessary to know the frequency of floods and flood stages, the contou 
of the flood plain, and the location and values of properties exposed 
to the flood hazard. There is available a considerable body of infor- 
mation on flood frequency and flood stages on most important river 
basins. In establishing rates, this information must be related to the 
contour of the floodable areas and the location of the particular proper- 
ties within such areas, and the values of these properties and their 
types of construction. From this information the probable annual 
damages can be derived, and when they are related to the value we a 
property, the estimated rate can be established. The important ares 
of information which are now lacking are the facts relating to nae r- 
ties exposed to flood peril such as elevation, value, and iype of con- 
struction. 

The local rating bureaus which established insurance premium rates 
for fire and extended coverage have for their own purposes accumulated 
information on individual properties which could be useful for these 
flood programs. We have had some indication from these bureaus 
that, if this legislation is enacted, their facilities would be made avail- 
able to these programs for the purpose of assisting in establishing a 
rate structure. 

In our examination of this problem we have studied other available 
information from both public and private sources which might be 
used to determine what the estimated rates would be at this time. 
Our study has disclosed that there is no significant information readily 
available on rates of insurance against the risk of flood which would 
indicate what these estimated rates would be. 

I think I should mention that within the limits of our present 
authorizations and appropriations we could not undertake the neces- 
sary studies to obtain this additional information. 

At this point I should like to make some comments which are not 
in the prepared statement. 

In our review of all the materials which might be related to the 
matter of rates for the flood-indemnity program, only an engineering 
report prepared at the request of the Insurance Executives Association, 
an organization representing an important part of the e¢ asualty- 
insurance business presents some relevant information which may be 
helpful in giving only some notion on the levels of estimated rates for 
coverage under this bill. This report, entitled “Report on Floods and 
Flood Damage,” does not give any rates. To quote from the intro- 
duction on this matter 
The investigations have been carried on from an engineering standpoint, and no 
attempt has been made to include strictly insurance problems such as rates and 
premiums. 

What the report does, among other things, is to outline a procedure 
required for estimating flood damages to particular properties togethe! 
with the steps required for translating this information into determina- 
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tion of the mean annual flood damages anticipated for the properties. 
The properties involved in the study are located in communities on the 
Merrimack River in Massachusetts and the Ohio River in Ohio. 
The report studied 54 industrial properties in the Massachusetts 
community and 53 residential, commercial, and industrial properties 
in the Ohio community. 

At our request, the engineering firm made estimates of what 
these mean annual damages on these properties would be according to 
the exposure of the properties to flood conditions. They also ad- 
justed the mean annual damages to allow for the deductible provision 
in the bill. For only a limited number of the residential properties in 
the Ohio community, we were able to establish the total value of 
these properties at about the same time that the study was made. 
By relating the average annual damages to the average of these values, 
we came up with a rate which might give some notion as to what the 
levels might be. If the properties in this group are typical of all the 
residential properties covered in the report, this average rate could 
vary between $1.15 per $100 of value and $6.20 per $100 of value 
depending on the frequency of floods and the allowance for deducti- 
bility. 

These rates are presented merely in the interest of providing some 
sense of variables. They can in no way be said to be definitive, typical, 
or representative of estimated rates which would be charged under 
our indemnity program. These rates are comparable to the es- 
timated rates defined in the bill. When allowance is made for the 
State and Federal contributions, we would deduct 40 percent, leaving 
them to range from 69 cents per $100 of value to $3.72 per $100 of 
value. Like the estimated rates, they do not include administrative 
expenses. 

The authority in the bill to charge fees as low as 60 percent of the 
estimated rates recognizes the fact that the indemnity program may 
not otherwise be feasible, at least in its initial stages. The contribu- 
tions by the Federal and State Governments combined would total a 
maximum of 40 percent of the estimated rates to cover average losses. 
In addition, the administrative expenses involved would be absorbed 
by the Federal Government rather than included in the estimated 
rates, as is the case with the private insurance industry. Conse- 
quently, the fee to be charged to a property owner could be as low as 
50 percent of wnat would have to be charged if all losses and adminis- 
trative expenses were included. It is our best judgment that the con- 
tributions involved in the indemnity program should be initially 
authorized at the amounts prescribed in the bill, in order to make the 
indemnity contracts acceptable at the outset. 

On the other hand, it is our best judgment that no greater contribu- 
tions are required or would be warranted. No one can foresee at this 
time with any certainty whether the fees to be charged on indemnity 
contracts will actually result in widespread purchases of those con- 
tracts. The real test lies in offering the protection at stated fees so 
that property owners exposed to varying degrees of damage can weigh 
the amount of fees to be charged annually against the damages which 
their properties may suffer when floods occur. 

Under the bill the Administrator would endeavor to keep Federal 
and State contributions as low as possible, and fees would be in- 
creased to the extent that experience shows that this is feasible. It 
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is hoped that this will afford a means of gradually eliminating the 
State and Federal contributions and serve to demonstrate that flood 
risks may be underwritten by private companies. 

I believe that almost everyone who had dealt with the subject of 
flood insurance or indemnity would agree that it embraces very diffi- 
cult and complex problems, the solution of which depends to a great 
extent upon the development of facts and experience which could not 
be obtained prior to the enactment of authorizing legislation and the 
initiation of operations under it. Experience of the Government in 
the field of war-damage insurance is helpful but limited, because the 
potential damage covered under that program was almost beyond cal- 
culation and the actual losses under it were relatively small. The 
Federal crop insurance program with all-risk coverage affords perhaps 
more valuable experience, but, as it applies only to growing crops, the 
experience is of limited value to the programs under the bill. 

It is therefore our recommendation that the proposed programs be 
placed on a limited, experimental, and flexible basis. The provisions 
in the bill before your committee are in accord with that reeommenda- 
tion. The powers conferred by the bill are necessarily flexible and, 
consequently, the programs should be limited until experience is 
gained and the Congress has an opportunity to review operations 
under the legislation. The problem with respect to establishing fees 
for indemnity contracts, which I have discussed, is the best example 
of the need for this approach. 

Discretion would be conferred by other provisions of the bill which 
would require study and specific regulations by the Administrator. 
Thus household effects are referred to in the bill as one of the guides 
to the Administrator in determining the personal property which 
should be covered in indemnity contracts. It may be found, how- 
ever, that administrative problems require that household effects be 
limited in coverage to a prescribed dollar amount or a prescribed 
percentage of total loss of the property covered by an indemnity 
contract. 

The bill authorizes an experimental program. The Housing 
Administrator would be required on or before January 3, 1961, to 
transmit a report to the President for submission to the Congress 
on operations under the legislation including information on the 
extent to which private insurance companies have participated in 
the programs. 

This report would have to either (1) make recommendation for such 
legislation as may be necessary for the termination of the Government 
programs and an assumption of flood risk by private insurance 
companies, or (2) an explanation as to why such legislation at that 
time would not be feasible or desirable. The 5-year period should 
be adequate to demonstrate the acceptability of the programs and 
provide significant information on the classes of contracts which are 
marketable. This information, with our administrative experience, 
may prove adequate to determine the feasibility of private operations 
m this field. Several provisions of the bill would limit the extent 
of operations. I should like to comment on them. 

. First, no indemnity contract or contracts could be issued to any 
person in excess of $250,000 in the aggregate. This limitation 
applies to the contracts issued to any person, as distinguished from a 
maximum amount with respect to a particular property. The pro- 
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vision in the bill would have the effect of excluding full coverage on 
the property of States and property of larger corporations and munici- 
palities. It would adequately cover the homeowner and the small- 
business establishment, where the needs are greatest. If the limita- 
tion were removed from the bill it would be necessary to provide much 
larger authorizations than the bill now contains. It is also desirable 
to spread the risk among as many areas and with respect to as many 
separate properties as possible. Of course, this can be done to a 
greater extent, with a limited amount of authorization, if the very 
large policies are excluded. Developing a broad distribution of 
indemnity contracts would be important not only in Government 
operations, but in attempting to obtain private assumption of flood 
risks. In many cases it is also true that large corporations can act as 
self-insurers and suffer less relative financial loss from floods than 
smaller businesses, as well as obtaining more tax advantages. 

Second, as indicated, under the indemnity provisions of the bill 
ach approved claim for loss must be reduced by a minimum of $300 
plus at least 10 percent of the remainder of the claim. As with 
casualty insurance, this serves as a device for reducing the premiums 
required to pay losses. This also limits the total liability of the 
Federal Government, and the coinsurance nature of the limitation 
can be expected to assist in preventing flood losses. 

Third, the bill is limited to losses caused by floods as defined by 
the Housing Administrator. Other natural disasters such as earth- 
quakes, hurricanes, drougbt, and so forth, are not included in this 
legislation. Because the program would be undertaken on a limited, 
experimental basis, it is believed desirable that it be directed first 
toward meeting the area of greatest need. Insurance is available from 
private companies for at least the bulk of natural disasters other than 
floods. Thus private companies customarily write insurance covering 
windstorms, tornadoes, hurricanes, and earthquakes. Insurance 
against crop losses from drought and other natural disasters is pro- 
vided for, to 2 certain extent, under the Federal crop-insurance pro- 
gram. 

If information is developed showing a need for the extension of the 
proposed program to other types of natural disasters, this could be 
done in subsequent legislation after some experience is gained with 
operations in connection with the flood programs. From the stand- 
point of effective administration, there would be an advantage in 
avoiding the further complications which would result from adding 
other types of risks during the initial stages of the program. 

Broad proposals have also been made which would cover not only 
natural disasters but so-called manmade disasters—that is, conditions 
caused by war, internal rebellion, sabotage, atomic attack, radioactive 
fallout, germicidal warfare, smog, and so forth. Apart from the merits 
of an indemnity program for these losses it is believed that it would 
involve such major additional and independent considerations from 
those involved in the proposed flood-indemnity program that the two 
programs should not be combined. In any event, we are not prepared 
at the present time to recommend the extension of the legislation to 
cover these manmade disasters. 

Fourth, the total of authorizations in the bill for indemnity and 
reinsurance contracts, amounting to $3 billion, is very limited in rela- 
tion to the total value of all property which could be damaged by floods 
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It is believed, however, that the amounts prescribed in the bill are 
adequate and realistic for undertaking the proposed program. 

The total annual damages by floods in the United States is estimated 
by a number of different Government agencies. This information is 
collected in different ways and serves the separate purposes of those 
agencies. Among them, the information collected by the Weather 
Bureau covers the longest period, going back as far as the turn of the 
century. The Bureau advises that the information since 1925 would 
furnish a better basis for estimating average annual losses from floods. 
This information shows that the estimated average annual flood dam- 
age during the period from 1925 to 1955, inclusive, amounted to $240 
million. This average includes $68 million in average losses arising 
from floods due to tropical storms, including hurricanes, such as 
occurred along the coast of the Carolinas and Virginia in 1955. 

The Weather Bureau estimates reflect wide variation in annual 
flood damages, including those due to tropical storms. The annual 
figures range from a low of $2,810,000 in 1931 to a high of slightly more 
than $1 billion in each of the years 1951 and 1955, with an average 
annual flood damage of $240 million. 

Because of changes in prices over the period covered by the esti- 
mates, year-to-year comparisons of flood damages can be more mean- 
ingful if the figures are adjusted for changes in costs in terms of con- 
stant collars and changes in the amount of property exposed to flood 
losses. Moreover, if these constant dollars measure the purchasing 
power of dollars of some current period, they can be useful in measur- 
ing the magnitude of prospective losses. The Weather Bureau 
estimates have been adjusted by the use of an index presented in a 
recent publication on floods by Hoyt and Langbein which adjusts for 
variations in wholesale prices and variations in the amounts of 
property exposed to loss with 1950-51 as the base. After such 
adjustment, the average annual damage from floods is estimated to 
be $350 million and the range is from a low of less than $7 million in 
1931 to a high of a little over $1 billion in 1937 and in 1955. 

The average annual figure of $350 million includes losses on types 
of property, such as growing crops, and indirect damages which would 
not be eligible under the bill. When these 2 major classes of losses 
are excluded, the $350 million is reduced to approximately $165 
million. This figure includes a minor amount of losses on some types 
of property which the bill may or may not include as eligible for 
indemnity contracts. The broad classifications used in reporting 
flood damages preclude the refinement or classification necessary to 
determine eligibility. Two of the limitations in the bill affect the 
total amount of indemnity coverage: (1) a maximum amount of 
the indemnity contract per person of $250,000, and (2) a minimum 
amount of deductibility of $300 plus 10 percent of the remaining 
balance of the approved claim. The figures on which estimates of 
flood damage are based do not lend themselves to a determination of 
the portioa ot the total damage which would be excluded by virtue of 
the $250,000 limitation. 

To give effect to the provisions for deductibility, a further reduction 
of 10 percent was made to the figure of $165 million, leaving approxi- 
mately $150 million as the estimated average annual loss from flood 
damage on property eligible for indemnity contracts under the bill. 
It is important to note that this average annual loss would require 











56 DISASTER INSURANCE 


the authorization for the maximum amount of indemnity contracts 
outstanding to be substantially larger than the $2.9 billion figure 
which the bill authorizes. The reduction of a straight 10 percent for 
the deductibility provision understates the full amount of the deduc- 
tions in an approved claim by reason of the $300 amount. Since the 
number of separate contracts likely to be involved in an average year’s 
claims is not determinable, it is not possible to establish how much of 
a further reduction would result from the allowance for this amount. 

Fifth, the bill would authorize the Administrator to borrow from the 
Treasury up to $500 million at any one time as an initial reserve for 
the indemnity and reinsurance program. In our judgment the bor- 
rowing authority in this amount is necessary in the event of a large 
catastrophe prior to development of reserves from contributions, fees, 
and premiums. It is also our view that this amount would be ade- 
quate in relation to the total authorizations under the bill. 

The real test of whether the $500 million borrowing authority would 
be adequate depends upon whether it could withstand losses under the 
worst possible conditions. The worst possible condition would be for 
the highest flood damage year of record to occur early in the program. 
The years of highest flood damage were in 1951 and 1955 when the 
amount of damages were about 3 times the average annual damage, 
estimated at $350 million. Our estimate of average annual damages 
for properties of the types eligible under the bill was roughly $150 
million. Three times this amount would be $450 million, which repre- 
sents the maximum probable losses in any one year. However, this 
figure is subject to two important adjustments which will reduce it 
appreciably. The first adjustment is the significant, though unmeas- 
urable,-amount of the reduction in estimated average annual losses 
because of the $250,000 limitation per person and the $300 amount in 
the deductible provision. The second adjustment results from the 
fact that the $3 billion authorization for indemnity contracts and re- 
insurance agreements would not be sufficient to cover all the property 
which could probably be damaged to the extent indicated by the aver- 
age annual losses. On the basis of this assumption, and with these 
2 adjustments, the $500 million borrowing authority, plus the fees and 
Federal and State contributions, which would be collected during the 
first year on the indemnity contracts written, would be sufficient to 
meet the losses in the highest flood damage year. 

Our views on the 5 limitations in the bill which I have discussed, 
namely, the $250,000 limitation per person, the minimum deductible 
provision, the limitation to flood peril, the indemnity and reinsurance 
authorization, and the borrowing authority, represent our best judg- 
ment of reasonable limitations for the experimental programs under 
the bill. However, I wish to emphasize that we do not consider these 
limitations inflexible or not subject to change without adversely 
affecting the feasibility of the programs. 

As previously explained, the programs authorized by this bill would 
be administered by the Federal Government in consultation with State 
officials. The indemnity program would apply only in those States 
which elect to share in the contributions to the indemnity fund. 
Hardship caused by losses from floods is a matter of national concern 
and appropriate for Federal expenditures to promote the general 
we.fare, but we also believe that the States have a responsibility for 
sharing in the financial burdens involved. As the prevention of 
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financial loss from floods aids the economy of the Nation, it also aids 
the economy of the individual States affected. Hardships to citizens 
of the States will be lessened and the restoration of the tax base of 
communities will be accelerated. 

The required participation by the State gives the legislative body 
of the State the authority to elect whether the Federal indemnity 
program will apply to the citizens of that State. The extent to which 
the indemnity program could be applied in a particular State would 
also be determined by the legislative body of the State, as the State’s 
contribution would determine the maximum amount of the indemnity 
contracts which could be issued to the people of that State, within 
the maximum prescribed pursuant to Federal law. The contribution 
could be made in the form of an appropriation to the Federal flood- 
indemnity fund, or the State legislature could authorize a State 
official to advance funds from time to time as a condition to further 
indemnity contracts in the State, in accordance with such standards 
as the legislature may prescribe consistent with the Federal legislation. 

It may be pointed out in this connection that 45 of the State 
legislatures convene in regular sessions early next year. 

I wish to state that we gave serious consideration to an alternative 
proposal under which indemnity and reinsurance programs would be 
administered by the States purusant to State laws, with the Federal 
Government furnishing financial assistance where the States met 
prescribed Federal requirements and standards. After full considera- 
tion of this alternative, it was our opinion that the provisions in 
H. R. 8652 would be more desirable for several reasons: 

1. Unlike the usual Federal-State aid programs undertaken, this 
program has the objective of furnishing every incentive and advantage 
to the eventual assumption by private industry of the operations 
involved, so that the Government programs can be terminated. It 
is quite apparent that if it is found through experience that this 
transition can be made, a single Federal administration could more 
readily be converted to private operation than separate State programs 
being administered pursuant to many State laws which may vary in 
considerable detail. 

2. It was also felt that under a Federal administration of the 
program it would be considerably easier to assure the use of private 
insurance facilities on a coordinated basis in al] areas. 

3. Although State legislation would be required under the proposed 
bill with respect to indemnity contracts, such legislation could consist 
of simply an appropriation of a given amount of funds for a prescribed 
period, in contrast to the extensive legislation which would be required 
if each State developed its own program and organization pursuant 
to State law. Thus Federal administration would make it possible to 
get operations underway within a somewhat shorter time than under 
a program of State administration. 

4. The uniformity which could be afforded through Federal adminis- 
tration would be particularly important in a program of this nature 
as methods of operation and policy interpretation would be uniform 
throughout the country. Duplication of functions and expense would 
be avoided through the use of one Federal agency rather than similar 
agencies in the several States. 

This program of indemnities for flood losses recognizes the respon- 
sibilities of both the Federal Government and the participating States. 
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This program, as other Federal-State programs now established, may 
present special legal and financial problems to some States. We 
should not assume that the contemplated State participation should 
present difficulties any greater than experience has taught us were 
overcome in other areas of Federal-State partnerships, such as the 
unemployment insurance and the old-age and survivors insurance 
programs. 

In the operation of the programs under the bill, the Administrator 
is required to use the facilities and services of private insurance 
companies, insurance agents, and insurance adjustment organizations 
and to pay reasonable compensation for such services. The programs 
may be used only to the extent necessary to afford protection against 
flood losses that are not available from private insurance companies. 
They are designed to serve as an aid to the eventual underwriting of 
such risks by private companies without Federal! aid. 

This concludes my prepared statement. I wish to suggest several 
minor technical amendments to the bill and to have them inserted in 
the record. 

The CHAtrRMAN. Without objection, that may be done. 

(The technical amendments to H. R. 8652, dated January 23, 1956, 
are as follows:) 


On page 3, line 19, insert the words ‘‘direct physical’’ after the word ‘‘for’’. 

2 On page 3, line 22, strike the words “‘as a result of’’ and substitute the words 

‘casued by”’ 

3. On page 4, lines 14 and 15, strike the words “‘in establishing such fees the’’ 
and substitute the word ‘‘The’’. 

4. On page 4, line 16, strike the word ‘‘necessary’”’ and substitute the word 
“adequate’’. 

5. One page 4, line 16, insert the words ‘‘produce sufficient proceeds to’’ after 
the word ‘“‘to’’. 

6. On page 4, line 18, strike the words ‘‘Provided, That no’’ and substitute the 
— Tae. 

On page 5, lines 12 and 13, strike the words ‘“‘may decline any application or 
sale and” after the word “Administrator”. 

8. On page 5, lines 19 to 21, strike the words ‘‘any possible inducement which 
the indemnity program may have to” and substitute the words “the undesirability 
of encouraging”’ 

9. On page 5, line 24, insert the word ‘‘insurance”’ after the word “‘flood’’. 

10. On page 6, lines 6 to 11, strike the words ‘‘No claim under any indemnity 
contract shall be approved in an aggregate amount which exceeds the actual cash 
value of the damaged or lost property or the cost of replacing, repairing, or re- 
building, the said property with material of like kind and quality (less deprecia- 
tion at the time of damage or loss), whichever is lower: Provided, That’’ and sub- 
stitute the words ‘‘Each indemnity contract shall require that’’ 

11. On page 6, line 12, strike the words ‘‘under an indemnity contract shall’ 
and substitute the word ‘‘thereunder’’. 

12. On page 6, line 15, strike the words “in the indemnity contract’’ and sub- 
stitute the words “‘by the Administrator’’. 

13. On page 7, line 19, insert the words “produce sufficient proceeds to’’ after 
the word ‘“‘to’’. 

14. On page 8, lines 1 to 3, strike the words ‘‘(2) the maximum premium rate 
permissible to be charged for any policy of insurance reinsured under the pro- 
visions of this act, and (3)’’ and substitute ‘‘(2)”’ 

15. On page 8, line 5, strike the designation ‘‘(4)’’ and substitute ‘‘(3)’’. 

16. On page 8, line 6, strike the designation ‘‘(5)’’ and substitute ‘(4)’’. 

17. On page 8, line 11, insert the word ‘‘insurance”’ after the word “‘private”’ 

18. On page 8, line 12, strike the word ‘“‘reinsurance”’ and substitute the words 

“obligations under reinsurance agreements’’. 


The CHarrman. Mr. Meistrell, I understand that the purpose of 


the legislation is to make the charge for the indemnity with respect 
to the historical risk. What would you say would be, in a general 
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way, the cost of this insurance in the Ohio Valley? I live there 
The greatest flood the Nation has ever experienced, and the greatest 
loss from that flood, occurred in 1937. We have had 35 major floods 
in the last 90 years in that valley, and if you base it on the Listaricel 
risk I would like to know whether you could set a premium that would 
give protection to the people in that valley? 

Mr. Meistretu. Mr. Chairman, that is a very difficult question to 
answer with any particularity. 

To begin with, the data necessary upon which a rate could be 
ascertained is not now available. We do not know, for example, the 
value of properties in the exposure area, we do not know, for example, 
the frequency or severity of floods that might affect these properties; 
we do not know the types of construction of the properties in that area, 
and so before attempting to indicate a range of rates we would have to 
have considerably more data. 

The CHatrMAN. Well, the average loss throughout the Nation over 
a period of years would be immaterial if the rate was going to be based 
on the losses in a particular area? 

Mr. Meitstre.u. That is correct. 

The CHarrMAN. So that is thrown out. That does not make any 
difference. Each area will be interested in knowing what the rate 
will be in that particular area? 

Mr. Metstrevu. That is correct. 

The CuarrMaAN. And the rates will vary materially, I suppose in 
the various areas? 

Mr. Mertstre.u. Yes, sir. 

The CuarrMan. And the people who will carry the biggest burden, 
I am afraid, are the people in the Ohio Valley. I represent a district 
which is bounded by the Ohio River for 300 miles. I have seen the 
devastation caused by floods there. We have got to admit that they 
occur. And I am just wondering whether you could furnish protec- 
tion to the people in that area at a rate they would be justified in 
paying. 

I think we ought to have some estimate of that. 

Mr. Brown. Mr. Chairman, in the case of tornadoes, they have 
the same rate for the entire country. 

The CuarrMan. I don’t know how they fix rates on tornadoes, but 
it is a matter of whether or not the people can pay for the protection 
they are going to get. I have no doubt that some sections of the 
country can pay the rates, but I am particularly interested, as we 
all are, in my particular area. 

Mr. Kitsurn. Mr. Chairman, I am not clear on that. I would 
think the rate, if you cover the average of $165 million, would be 
the same all over the country. 

Mr. Meistre.y. No; the rate would not be the same all over the 
country. 

The CHarrMAN. Mr. Meistrell says it wouldn’t be. 

Mr. Kitpurn. With this exception: Of course, if a State doesn’t 
participate, the rates in that State would be higher. 

Mr. Metstrety. No; I think there are two considerations in- 
volved. The amount of premium that would be paid by an individual 
would be made up from three different sources, the insured, the 
State, and the Federal Government. They would all contribute to 
the premium. 
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But when you talk about a rate, you must relate it to something, 
and when you begin to relate the rate to the property, the value of 
the property, and the extent of exposure, then you get a variable, 
because obviously the farther back you go from the bank of a river, 
the less an individual would be required to pay. You pay in relation 
to the degree of exposure. 

The CHarrman. You have no intention of making a uniform rate? 

Mr. Metstretut. Mr. Chairman, I don’t think it would be prac- 
ticable or workable. 

The CHarrMan. What assurance have you that the States will 
participate? 

Mr. MetstrELL. We have no assurances other than some intima- 
tions from 1 or 2 States that we have had occasion to discuss the 
problem with, but we have no assurances that they will. 

We do feel, however, that this problem is not exclusively a problem 
of the Federal Government, that some States with great degrees of 
exposure, as compared to some States with none, ought to assume their 
proper share of the obligations to their citizens. 

But we have no assurance, and have had none, in one way or another, 
as to whether any State would be interested in the program. 

The CuarrMan. Some of the States, probably because of the great 
burden they would have to bear, might stay out of it if they thought 
their financial condition was such that they could not participate? 

Mr. MetstrELuL. That may very well occur, Mr. Chairman. 

The CHatRMAN. What assurance have you that the insurance 
companies will participate in the reinsurance program? 

Mr. MerstreLL. We have had several discussions with the insurance 
carriers, but until a much more definite program is developed I don’t 
think they are in a position at the moment to indicate whether they 
would or would not participate. They have indicated some desire to 
participate in a reinsurance program if, obviously, it were available 
on some reasonable basis. 

The Cuarrman. Haven’t the stock companies indicated they would 
not participate? 

Mr. Meistrevu. Not on the reinsurance; no. 

The CuHarrMAN. There was a report of the American Insurance 
Association in New York, in last Sunday’s New York Times, and 
their judgment was against going into the program at all. Did you 
see that? 

Mr. Metsrrety. No; Mr. Chairman, I did not; although I have 
heard the article referred to. 

The CuarrmMan. The American Insurance Association. 

Mr. MetstTrReELL. Yes, sir. Well, we had gone on the assumption 
that in view of the agents’ participation in the war damage insurance 
program, and intimations that have been given to us, that they would 
be interested in the program, particularly from the viewpoint that 
they would be getting the acquisition costs paid to them, or commis- 
sions, that they would look with favor on aiding the Federal Govern- 
ment in a program as important and certainly as necessary as some 
form of help for these people who suffer these very, very serious losses, 
and we had assumed that if we called on the insurance industry or the 
insurance agents to aid in this program on some reasonable basis of 
compensation that they would be agreeable to help the Federal 
Government. 
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The CHarrMAN. Wouldn’t it be rather difficult to fix premiums 
that vary according to risk? 

Mr. Meistrretu. No; I don’t think it would, Mr. Chairman. 
Data are available on exposure to flood damages. It is largely a 
matter, in my judgment, of collating this data, bringing it altogether, 
and filling in a few of the gaps. As I indicated, the rating bureaus, 
which presently make rates nationwide for the fire companies, and, 
I think, on fire and extended coverage, have a very vast amount of 
information on properties, locations, and values, and we had hoped, 
and had some indication from the rating bureaus, that they would lend 
their efforts and their support in using their information and gathering 
what additional information would be necessary, and be able to de- 
velop a rate structure that would be acceptable. 

I don’t mean on price, now, but that they have the facilities for 
developing a rate structure. 

The CHarrMan. There would be a high degree of variability in the 
rates? 

Mr. Metstrretu. Unquestionably. The further you move away 
from exposure, the less your risk. 

The Cuarrman. A fellow in the valley would have to pay a higher 
rate than a fellow on the top of a hill? 

Mr. MeEIstTRELL. Yes, indeed. 

The CHarrman. What I am worried about is whether, with this 
variable rate—and I don’t know how variable or high it is going to 
be—but if this theory is adopted whether the people in the Ohio 
Valley could advantageously pay such a rate. What do you think 
about that? 

Mr. MeitstTrELL. Of course, that is an extremely difficult question, 
Mr, Chairman. As you know, no matter how low a premium is on 
practically any type of insurance, some people don’t buy it. And 
others buy it almost without regard to the cost, and I think basically 
whatever the rate may be—and under this proposal it would be con- 
siderably lower than any rate that could be established if the rate 
included expense loading, and had to be paid in its entirety by the 
individual—but whatever the rate may be, it would have to be 
evaluated from the standpoint of cost against probable loss, and we 
unfortunately have not had the financial resources to go into any 
detailed study on what the rates might be in any part of the country, 
other than the report to which I have already referred. 

I wish I could be more specific as to what the costs would be because 
we are extremely interested in arriving at some tentative conclusions 
ourselves. 

The CuarrMan. Where there has been a great disaster, in an area, 
but where the historical record of the area was good, that area would 
get a much lower rate than, say, the Ohio Valley, where floods have 
recurred frequently? 

Mr. MEIsTRELL. Yes, sir; presumably so, because you would have 
to relate the rate to the risk, and in the Ohio Valley, which I think 
accounts for some 15 percent of the total flood damage nationwide, 
the rate there would have to produce sufficient premium to take care 
of the anticipated losses in that area, as contrasted to some other part 
of the country where perhaps the percentage of the national total 
might be 0.2 percent, or 1 percent. 
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The Cuarrman. It looks as if that particular area is going to carry 
a good deal of the load? 

Mr. MertstTre.u. Insofar as it relates to persons in that area; yes, 
sir. 
The Cuarrman. Of course, our citizens have seen the necessity of 
it. They have taxed themselves to erect flood-protective works. 
The people are willing to tax themselves for that purpose. 

Mr. Metsrretu. Of course, you recognize, Mr. Chairman, I am 
sure, that 40 percent of this rate is going to be paid, if this bill is 
adopted, by the Federal and State Governments, and there is no load- 
ing in the rate for any administrative expenses whatsoever, so to the 
extent that that rate would be available, it is unquestionably a price 
that they couldn’t get any other way, but what it would be, as I 
say, it is at this point not possible to ascertain without some very 
detailed studies. 

The Coatrman. The limitation of liability under the bill is $1,900 
million? 

Mr. Metstre.u. That is correct. Well, it could be raised to 
$2,900 million, with the approval of the President. 

The CuatrmMan. What income do you think the organization should 
have to safely meet that kind of an obligation? What do you think 
your income should be? 

Mr. Metstrretu. I don’t think you can determine at this time what 
the income would be on that amount of outstanding liability because 
we don’t know what the rates would be, and until you know—— 

The CuarrmMan. Not what the rates would be, but what do you 
think would be necessary, is what I meant to say. 

Mr. Metstreu. To produce that amount of money? 

The CuarrMan. To produce an amount that would be sufficient so 
that your corporation could safely meet its obligations? 

Mr. Metsrrevu. Under the bill the income from the fees, together 
with State and Federal contributions, must be equal to average annual 
losses covered by the indemnity contracts. If this were done, the 
Administrator could meet his obligations under the indemnity con- 
tracts. As I have explained, the estimated average annual losses to 
all property eligible under the bill would be roughly $150 million. 
However, only a part of this property could be covered with the $2.9 
billion authorization. 

The Cuairman. If you spread the liability right straight across, 
and had a uniform rate, what rate would produce that? 

Mr. Metstrretyu. Well, we don’t know that figure, Mr. Chairman, 
because you have to relate it to the value of properties in order to 
determine what the rate would be to produce that amount of income. 

The CuarrMan. But since you know what you should receive to 
put your corporation in a safe position, then you should be able to 
tell what rate would do that? 

Mr. Metstre.u. As the average rate required for this purpose must 
depend on the estimated probable annual loss to the properties covered 
by the indemnity contracts, we cannot compute that rate until we have 
made an estimate of such probable losses. Although we were able to 
roughly estimate that the average annual loss to all properties, eligible 
under the bill, would be $150 million, we have no way of determining 
what portion of these losses would be covered with the limited authori- 
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zation contained in the bill. We cannot therefore estimate an average 
rate on this basis. 

The CHarrman. Now, can’t you in a general way tell what rate 
would produce that? 

Mr. Mertstretu. To project that into the policy limitations—we 
don’t have the available data to do that until we know the value of 
property, so that we could determine a rate related to the value of 
property. 

The CuatrMan. But you still know what you have to have. 

Mr. Merstretyt. We know what we have to have, but you are 
asking me to relate it back to the total outstanding face amount of 
policies, and that you can’t do until you know the value of properties 
that would be insured, whether it is $2,900 million, or $5 billion, or 
$10 billion limit. We have no way of knowing. 

The CHarrMANn. Well, do you think the rates, say, in the Ohio 
Valley might conceivably be seven or eight dollars a hundred? 

Mr. Metstrewtu. Mr. Chairman, I wish I could even give some sort 
of a rough estimate, but we have no way of knowing that. 

The CHatrMan. Well, I can understand that there would be 
certain level of rate that would prevent them from taking the insurance 
because it wouldn’t be justified. 

Mr. Metstrewuu. Well, I indicated the report that the insurance 
industry had prepared, and I think it was done at considerable expense 
and took a great deal of time by a very reputable firm of engineers, 
and they analyzed just a small area in 2 cities where the exposure 
varied—1 in Ohio and 1 in Massachusetts. 

The CuarrMan. Which was the one in Ohio? 

Mr. Metstreiy. Martins Ferry. 

And based on their calculations we made some adjustments, and 
as I indicated attempted to calculate average ranges of rates for 
those two areas, but to do the job that is necessary to determine 
average rates in different river valleys we haven’t had the facilities 
for doing it, and we can’t do it until we get the necessary funds to 
undertake such a study. 

The CyHarrman. I am very much interested. I would like to 
know if, after there is a program of this kind, they would be able to 
participate in it? 

Mr. Meitsrrett. Mr. Chairman, you touch on the most vital 
aspect of this whole problem, and one that we have been very con- 
cerned about, because, obviously, if you don’t know what you are 
going to pay ‘you are not going to be able to determine whether you 
want to buy it. 

The Cuarrman. And after those people have been subjected to a 
series of floods they are not in any position to pay any exorbitant fees 
for protection against future floods, although they may anticipate 
them. 

Mr. Metstre.t. That is correct. 

The CHarrmMan. You believe that this should be just a temporary 
organization; do you not? 

Mr. MetstTreLu. Yes, sir; Mr. Chairman, and the proposed legis- 
lation has been so drafted, ‘with that in mind. You are venturing 
into a relatively unknown field, you have the cautions of the insurance 
carriers that it is the type of thing they don’t want to get into, and 
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you have got respectable opinion that it may be going into an area 
where there has been little information readily available on the basis 
of which you might form some intelligent opinion. 

On the other hand, I think everyone recognizes the need for doing 
something for people who are exposed to these disasters, and we 
think it ought to be an experimental program. We think we ought 
to try it. The bill provides for a 5-year period, and at the end of 
that time it is mandatory for the Administrator to recommend that 
it be terminated or a plan whereby the private carriers can take it 
over if it is feasible, or perhaps some other method of handling. 

I am not advocating any program of any long duration. I think 
we ought to try it, if it doesn’t work we will soon find out. And if it 
does work, then perhaps it will furnish sufficient basic data upon 
which the private carriers could get in to the business. 

Our problem today, as it has been traditionally, is that nobody 
seems to know the answer, and nobody wants to try to find it out, 
and I think the Federal Government might take that risk at this 
time, and if it isn’t salable, and people are not interested in it, no 
matter what the rate is, we have answered one question, that nobody 
presently has the answer to. 

The CuatrMan. What is the attitude of the insurance companies? 
That they will not participate? Are they opposed to the Govern- 
ment going into this character of protection? 

Mr. Metstrevu. The insurance companies do not think it is the 
type of business they want to get into. 

The CHarrMan. Are they actively opposed to it? Sometimes 
when they don’t want to go into a field they don’t want anybody 
else to go into it, either. 

Mr. MetstreEvL. Well, the insurance industry, Mr. Chairman, has 
indicated that they are not interested in going into the business. 
They don’t feel that they have any obligation to indicate an alterna- 
tive. If they don’t want it, how else can it be handled. Whether 
they are opposed to the Federal Government going in on_any basis 
or some basis, I can’t speak for them. I think that is a matter that 
the insurance industry should testify on itself. 

Mr. Kitsurn. Do you mean to say that the private insurance 
companies wouldn’t participate if they were satisfied that the rates 
paid to them would make them a profit, just like fire insurance does? 

Mr. Metstrrewu. Oh, yes; if they could be assured that it was a 
profitable operation, I believe they would go into the business. 

Mr. Kitsurn. On the reinsurance feature? 

Mr. Metstrevv. On both direct and reinsurance. Oh, yes; they 
would be in the business a long time ago, because they are profit 
minded, and if they could see some basis for making a profit on this 
line they would have taken it long ago. The difficulty the insurance 
companies face is that they don’t know whether this is the type of line 
they want to write, and it is obvious that if any of the carriers were to 
write any volume of this insurance presently, and in the next week 
have a catastrophic loss, they would be bankrupt. And that is a risk 
their executives want to properly evaluate, and I think properly so. 

Mr. Kitsurn. I do, too. But I understood you to say they didn’t 
want to go into it in any way. 

Mr. Metstre.u. Oh, no; they don’t want to go into it, because, as 
the chairman has indicated, data available presently to determine 
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what a rate would be, how much they could sell, what their income 
would be, how much of a reserve they could reasonably anticipate for 
losses, are all problems to which there are no present answers, and for 
that reason they cannot afford to put their stockholders’ money at 
risk and write coverages such that in 48 hours you may have another 
catastrophe that would wipe them out completely. 

I think that is one of the principal reasons they don’t want to get 
into it, and I say if we take it on for 5 years, and it works, I think they 
would take an entirely different look at it. And if it doesn’t, we have 
had the answer; that it is not workable. 

The CHarrMAN. That wasn’t exactly what I had in mind. Some- 
times when they don’t want to go into it, they don’t want anybody 
else to go into it. I remember when we considered the FDIC Act, 
that was called a socialistic enterprise. The Home Owners Loan 
Corporation was called a socialistic enterprise. And the production 
of public power, if not made particularly for the public utilities, and 
was distributed to the people, was called a socialistic enterprise. 

Mr. Mutter. Don’t overlook the FHA. They said that was 
socialistic, too. 

The CHAIRMAN. Yes. 

Mr. Metstrewu. I think that perhaps is traditional in American 
business, that whenever the Government, whether it is the Federal or 
State Government, goes into some new venture, there are always those 
in private industry who oppose it, but I can’t speak for the insurance 
people. I don’t know, quite frankly, Mr. Chairman, what their 
attitude would be on this bill and I think they should speak for 
themselves. 

Mr. Mumma. Mr. Chairman, are the insurance companies going to 
have an opportunity to testify on this bill? 

The CuarrMan. We have been looking for insurance companies to 
testify. The doors are open, and they are welcome to testify. 

Mr. Mumma. Have you invited any of them specifically, like the 
Insurance Company of North America? 

The CHarrMaNn. I have asked the staff to try to get us some insur- 


ance companies to testify. 


Mr. Mutter. Will you yield for an attempt at an answer? 

Mr. Mumma. Yes. 

Mr. Mutrer. I have represented insurance companies 

Mr. Mumma. I am told they will appear next week. 

Mr. Muuter. I have represented insurance companies in New 
York, and their associations, for many years, and my firm still does. 
When I came to writing the bill which I introduced I contacted the 
associations and I said “Please give us your suggestions, send them to 
our committee, send somebody down to talk to us.”’ 

Congressman Dodd did the same thing by going personally to the 
insurance companies in his area, in Hartford, which is one of the 
biggest insurance centers of the world, and we could get nothing from 
any of them. They said ‘‘We don’t want to have anything to do with 
it, we are not going to make any suggestions.” 

I hope by the time they get here they will have changed their minds. 
They bave given us no help with these bills at all. 

In 1952 they had a report which indicated that this was a bad 
program. In 1955 they did the same thing again. I hope they will 
come in here and give us some help in writing this bill. 
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The CHarrMaNn. I have just been informed by the clerk that he 
invited the stock and mutual insurance companies, through their 
organizations, to come in and testify. We will be glad to hear them. 

Mr. Tauue. Mr. Chairman. 

The Cuarrman. Mr. Talle. 

Mr. Tauuie. Mr. Meistrell, this is a new venture; is it not? 

Mr. Metstrevu. Yes, Congressman Talle. 

Mr. Tauue. And a very large one? 

Mr. Metstrewu. Well, of course, large is a relative term. It 
authorizes for $2,900 million of total outstanding liability. 

Mr. Tauue. I was thinking in terms of what we are trying to do 
about the disasters. 

Mr. MetstTrReE.Lu. Yes. 

Mr. Tauus. The rates in other insurance fields do vary? 

Mr. MetstreELL. Considerably. 

Mr. Tatuie. A man who has asbestos fireproof shingles on his house 
pays a lower rate than a man who has cedar shingles. The man with 
a thatched roof, even a higher rate. We know that the liability rate 
on automobiles is much higher where the safety record is bad. Soa 
variation in rates is a normal thing. 

Mr. Metstre.u. Yes. 

Mr. Tate. Now, let us say that there is no variation in rates, that 
they are the same throughout our country. That would certainly 
encourage people to build their houses on cheap but dangerous 
ground, on lots on which they wouldn’t build if they couldn’t have 
this insurance. So that must be taken into account. 

Now, since this is so large a venture, and so very important, and 
new, we sbouldn’t expect the insurance companies to undertake this 
kind of enterprise. They should have some experience, and I should 
think that the actuarial experience and the help of insurance companies 
will be made available to the Government. It is not new for the 
Government to carry on experiments like this. We did it in the matter 
of crop insurance. 

I remember I voted for the first cotton crop insurance bill that was 
passed, and some people thought it wasn’t a good vote. But there 
are some things we have to do, in Government, because I don’t think 
the stock companies and mutual insurance companies should risk 
their obligations to their policyholders by engaging in something of 
this sort. So I think the experimental fee should be a cost borne by 
Government, and in good time, let us hope, the private insurance 
companies will come in. It would be foolhardy for them to enter 
into so large a venture without the proper actuarial experience. 

Mrs. Grirriras. Mr. Chairman. 

The CHarrMan. Mrs. Griffiths. 

Mrs. Grirrirus. I would like to ask about the reinsurance features. 

Does this bill contemplate that the private insurance company 
will be the primary insurer or the reinsurer, or can it be either? 

Mr. Metstrevu. Well, of course, we would hope, Mrs. Griffiths, 
that they would do as much direct writing as possible. 

Mrs. Grirrirus. They will be the primary insurer? 

Mr. Metstrev_u. We would hope so. 

Mrs. Grirrirus. Then under what circumstances can they re- 
insure? Can they reinsure the entire risk, a limited part of it, or what- 
ever they choose to reinsure? 
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Mr. Metsrre.v. It isn’t what they choose to reinsure, it would be 
what the Federal Government chooses to accept. 

Mrs. Grirrirus. I see. 

Mr. Metstrevu. As you know 

Mrs. Grirritrus. But they would still have a choice. Could they 
still have a choice to reinsure the entire risk? 

Mr. Metstre.u. Oh, yes. As you know, reinsurance treaties are 
largely on a negotiated basis. 

Mrs. Grirrirus. Yes, I know. 

Mr. Metstrrewu. And if the carriers chose to reinsure with the 
Administrator, those reinsurance treaties would be worked out on some 
equitable basis. 

Mrs. Grirritas. Well, now, if they reinsured the entire risk would 
they be paying the same rates, or would they be paying a lesser rate, 
the Federal Government, or is that a matter of negotiation? 

Mr. Merstrretu. That is another matter of negotiation. 

Mrs. Grirrirus. Who is going to be the negotiator for the Federal 
Government? 

Mr. Metstre.t. In all negotiations it takes two parties. 

Mrs. Grirritus. Not for the Federal) Government. Who will 
negotiate for the Federal Government? 

Mr. MetstreLu. Well, the Administrator would be the one who 
would negotiate. 

Mrs. Grirrirus. And he could reinsure at a lesser premium than 
they had been paid originally for the primary risk? 

Mr. MEtIstrReELL. Conceivably so, yes, depending on what the rein- 
surance treaty would provide. You can take excess, you can take 
percentage of losses, there are many, many different combinations 
that are worked out under reinsurance treaties. 

Mrs. Grirritus. But under any circumstances this bill would invite 
the insurance companies to take the most favorable possible of all 
terms? 

Mr. Metstrewu. Indeed, we would hope to encourage the greatest 
participation of private carriers. 

Mrs. Grirriras. So that actually the Federal Government will pay 
20 percent? 

Mr. Metstretu. On reinsurance it would pay nothing, but on 
direct writings the maximum would be 20 percent, and we would hope 
that if experience developed that the 60-percent contribution from an 
individual might properly be graduated up so that you would reduce 
the contributions of the Federal and State Governments to a point 
where it might be completely self-sustaining, then we would be in a 
position to turn it over to the private carriers. 

Mrs. Grirritus. But under these circumstances, with the taxpayers 
paying 40 percent of the premium, Federal and State taxpayers paying 
40 percent of the premium, it is then possible that the private insurer 
could reinsure the entire risk with the Federal Government paying a 
smaller premium than the one he received, and then the entire risk 
could eventually be paid by all taxpayers? 

Mr. Meitstretu. The indemnity type of insurance would not be 
combined with the reinsurance, if I understand your question properly 
or correctly. 

Mrs. Grirritus. Well, now, in the reinsurance, let us assume an 
insurance where the total amount of insurance was $250,000, and it is 
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completely reinsured with the Federal Government. Now, can the 
insured first call upon the primary insurer to pay off the $250,000 loss? 

Mr. MetstRELL. Yes. 

Mrs. Grirrirus. Now, there is the reinsurance contract. The 
insurer having paid the full $250,000, he can now call on his reinsurer 
to pay to him the $250,000? 

Mr. Metstre.u. On the illustration you gave, the answer would 
be “Yes.” 

Mrs. GrirrirHs. So that under such circumstances it is possible 
that the Federal and State taxpayers are going to pay part of the 
original premium to the primary insurer, that the primary insurer 
will reinsure the entire risk for less than he collected as an insurer, 
and that actually when it comes time to pay he won’t pay a cent. 
Is that right? 

Mr. MetstrELu. Well, the first assumption would be that the 


primary insurer would lay off the entire risk on the Federal Govern- 
ment. 


Mrs. Grirritus. Yes. 

Mr. Metstre.u. I don’t think that would be the sort of thing that 
would be reinsured. There would be no purpose in that. 

Mrs. Grirrirus. But it is possible? 

Mr. Metstrevu. Well, it is possible, but highly improbable with 
intelligent underwriting. 

Mrs. Grirrirus. The primary insurer only sells the top part of a 
risk? 

Mr. MetstreLL. He may insure excess or percentage of loss. 
There are varied combinations. 

Mrs. GrirFirus. I mean normally. 

Mr. MetstTreLL. But I cannot imagine the reinsurance covering 
the entire direct loss, because that is not reinsurance. There would be 
no purpose in reinsuring the entire direct liability. They could come 
in and buy it directly. 

Mrs. Grirritus. Now, another question: How long would it take 
to set up a national rate schedule? 

Mr. Metstretu. Well, Mrs. Griffiths, we have had some indications 
from the rating bureaus that they could do it in 60 days. 

Mrs. GrirritHs. How much of an appropriation—— 

Mr. MetstTRELL. Six months, rather. 

Mrs. Grirritas. How much of an appropriation would it take if 
the Federal Government set up its own schedule? 

Mr. MetstTRELL. Set up its own rating facilities? 

Mrs. GrirritHs. Yes. How much money would it take? 

Mr. Metstretu. 1 wouldn’t have any accurate information on 
that. As you undoubtedly know, the National Fire Underwriters 
Board have some 30 or 40 offices throughout the country that do 
rating for fire risks, and I haven’t any idea how many employees they 
have, or the nature and type of their overall staff. 

Mrs. Grirrirxs. Could you get that information? Would it be too 
difficult? 

Mr. Metsrre.u. I think it would be available from the rating 
boards, which is the only source of information we would have as to 
the costs. 


Mrs. Grirritus. Then would you supply it for the record so that 
we would have it? 
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Mr. MetstreE.L. I will be very happy to do so if we can get it from 
the insurance carriers. 

(The information above referred to is as follows:) 

The National Board of Fire Underwriters has informed us that operating 
expenses of the approximately 40 rating bureaus average about $30 million 
annually, and that the volume of insurance business inv olved accounts for about 
$2 billion in premiums annually. The industry has indicated a willingness to 
consider undertaking the task of rating for flood indemnity contracts on the 
basis of the out-of-pocket costs involved. While no specific estimates of the 
costs involved are available at this time the out-of-pocket expenses should not 
be extensive since the rating bureaus have much of the facilities, know-how and 
raw materials needed. It will be noted also that the premium volume for the 
flood indemnity program would be only a minor fraction of the $2 billion men- 
tioned above. 

Mr. Nicuotson. Mr. Chairman. 

The CuatrMan. Mr. Nicholson. 

Mr. Nicuotson. Is there any provision for reciprocal insurance in 
this bill? 

Mr. MeEtstTrELL. There are no special provisions on this. 

Mr. Nicuouson. It wouldn’t be possible, then, for 10 or 12 man- 
ufacturers on a river to insure themselves, in conjunction with the 
Federal and State Governments? 

Mr. Metstrevu. Well, of course, Congressman Nicholson, a group 
of people can always get together and reinsure themselves through a 
reciprocal form of organization. 

Mr. NicuHotson. But you have to have special legislation to do 1t? 

Mr. MeEIstTrELL. Do you mean to form a reciprocal? 

Mr. Nicuouson. Yes. 

Mr. MetstTrRELL. You have to conform to the State legislation; yes. 

Mr. NicHouson. So they are out anyway, the people who are 
directly affected, the families in the flood area. They can’t do it? 

Mr. Metstre.Lu. Well, they can’t reinsure, but I don’t know 
what advantage there would be to engaging in reinsurance, because 
under the reinsurance the Federal Government would have to get 
sufficient premium income, under any reinsurance treaty, to take care 
of their exposure liability. 

That same group could come in and get a policy written directly, 
without the overloading for the premium involved in a reinsurance 
contract. 

Mr. NicHoison. These people are losing, anyway you figure it, 
so that if 10 or 12 of these manufacturers on the river have a flood 
they are ruined anyway, and the money that they set up for their 
insurance, they get that anyway, plus the share that the Government— 
either the State or Federal Government—would put into the pot. 

Mr. MeEtstTreLL. Well, they do that under the direct indemnity 
clause. 

Mr. Nicuouson. They don’t do it because the insurance company 
won’t take flood damage? 

Mr. MetstrRELL. That is the very problem we are dealing with. 
We are hopeful that under this proposal the people you are ‘talking 
about along the river can get insurance at some reasonable rates. 

Mr. NicHouson. Yes; but we will have to have special legislation 
because they can’t go on with their business without 

Mr. MetstTreLu. They can’t form a reciprocal without having 
State authorization, that is right. 
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Mr. Nicuotson. They have to have a charter to do it? 

Mr. MetstTreLu. That is correct. 

Mr. NicHoxson. So they are licked both ways, as far as I can see. 
The insurance companies won’t take them, and then they have got 
to go to the State government to get a charter to go into the insurance 
business. I suppose the Federal Government is the same way, if 
they are in there? 

Mr. MetstReEvL. Well, I would assume that the type of business 
entity that you have in mind would properly insure with the Admin- 
istrator. The limitation, of course, is that they couldn’t get more 
than $250,000 coverage. 

Mr. Nicuotson. You mentioned something about Massachusetts 
a while back. 

Mr. MetstrReE.Lu. Yes. 

Mr. Nicuouson. That that was some area. What area is that? 

Mr. MetstreELL. That was Lowell, Mass. 

Mr. Nicuotson. That is all. 

Mr. Mutter. Mr. Meistrell, it is almost 12 o’clock and this 
committee has the first bill on the floor. When can you return? 

Mr. MeistreELL. Congressman Multer, I am scheduled to be in 
Chicago this afternoon, and I would like very much the permission 
of this committee to be excused until any day next week. I am going 
to be out of town today and tomorrow, and possibly Friday. I 
could come back Friday. 

Mr. Mutter (presiding). We will meet your convenience on that. 
This is a very important bill, I think your agency has given con- 
siderable study to it, and I know many members have questions to 
ask you about it. 

Mr. Mertstretu. With your indulgence, I would appreciate very 
much if we could put it over until Monday. 

Mr. O’Hara. Mr. Chairman, may I ask one question? 

Mr. Mutter. Mr. O’Hara. 

Mr. O’Hara. Have there been instances in which Lloyd’s of London 
has written flood insurance? 

Mr. Merstrrewu. I am informed that they have reinsured certain 
flood risks, ves, but I don’t think it is a very general or widely accepted 
practice to reinsure with Lloyd’s the flood risks in this country, and 
yet, Congressman O’Hara, I would prefer that you ask the insurance 
carriers that question because I am not too well informed. 

Mr. O’Hara. I would like to get a statement of their experience. 
I mentioned Lloyd’s because I remember on one occasion, in the 
matter of some insurance of an unusual character for the city of 
Chicago, Lloyd’s of London reinsured the risk. 1 presume that in 
the field of flood insurance Lloyd’s could furnish the best historic 
background available for study of the rate factor. 

Mr. Meitsrreitt. My judgment is that the reinsurance market in 
this country for flood risks is rather limited, and that any of the ones 
involving a high degree of exposure would probably be placed with 
Lloyd's. 

Mr. O’Hara. For that reason I would like to learn what rates they 
have charged in cases within the purview of their experience. 

Mr. Meisrre.u. If that information is available, we certainly will 
attempt to get it for you. 

Mr. O’Hara. Thank you. 
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Mr. Mutter. Mr. Meistrell, we will do this: We will excuse you 
for the balance of the week and after consulting with the chairman 
we will advise you as to what day next week to return, either morning 
or afternoon, after consulting with you as to your convenience. 

I think the members would like to spend considerable time with 
you on this problem and rather than fix a definite time now I think we 
will leave it indefinite and we will advise you as to what day next 
week you should return. 

Any day? 

Mr. Meristre.u. Any day next week will be satisfactory, Congress- 
man Multer. 

Mr. Mutrer. And either morning or afternoon? 

Mr. Meistrevu. Morning or afternoon. 

Mr. Bouton. One question, Mr. Multer. 

Mr. Mutter. Mr. Bolton. 

Mr. Botron. Under the definition of ‘indemnity,’ on page 3, was 
to what would be covered by the term “flood,” is it your understand- 
ing that it would cover the properties along the lakes, which because 
of the high water on the lakes have been falling in? 

Mr. MrtsTRELL. Yes. 

Mr. Botton. Therefore the insured along the lakes could count on 
taking an annual contribution on his property loss from the Govern- 
ment each year? 

Mr. Meisrre.u. Not necessarily, because if the property owner on 
the shore of a lake went through that sort of thing spring after spring 
we would have a rate that would make it perhaps uneconomical for 
him. 

Mr. Botton. Well, of course, there are lots of theories as to what 
causes the damage on the lakes, but if you follow one theory, namely, 
that it is the tilt of the earth on its axis, and you use a historical factor 
of 25 years instead of 5 years, and base your premium on the 25-year 
period as contrasted to the last 5 years, the property owner has about 
20 good years to work on, it seems to me. 

Mr. MEtIstTrRELL. So has the insurance company. 

Mr. Botton. In the setting of the premium? 

Mr. MeiIstTrRELL. Yes; in the setting of the rate. 

Mr. Boiron. But it would, in your view, now, cover such losses 
along the lakes? 

Mr. MeIstRELL. Yes, we would so intend that it could cover. I 
can’t categorically say that it would or not. But we would contem- 
plate that that sort of a risk would be covered. I think the entire 
emphasis would be to make this as widely available to as many people 
for as many different kinds of property as possible, as our objective is 
to afford to the American people protection which they cannot now 
get. 

To the extent that private carriers want to go into the field, to the 
extent that insurance on certain types of private properties are not 
marketable or desired, that makes a difference. But I do think this is 
experimental and we ought to give ita try. If it proves to be the type 
of thing that isn’t economic, that is not practical, that is not sound, 
then you abandon it. But I certainly think we would clear the atmos- 
phere a great deal, and I think there is sufficient interest in it. We 
ought to make some such effort. 

Mr. Botron. Thank you. 
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Mr. McDonoveu. Just one question, Mr. Multer. 

Mr. Meistrell, do you think the total amount of liability, in the 
event of a major catastrophe, should be budgeted as an item each year 
during the period that the insurance is in effect, or should the amount— 
of course, it would be available in the event of a major catastrophe, in 
that particular year. The thing I am thinking about, as a normal 
insurance company must have the capital to meet the losses. An 
insurance policy under this bill, as I understand it, would be a liability 
against the Treasury of the United States, in the event of a catas- 
trophe. The question in my mind is if we go on for 5 years without a 
major catastrophe, are we budgeting, as a major item in the budget, 
the total amount that we may be called upon to pay out? 

Mr. Mutter. I think, if 1 may interject, that is a matter that the 
Budget Bureau will have to answer for us. They may say they will 
handle it the same way as the FHA insurance. I don’t know whether 
they are carrying the total amount of FHA insurance outstanding 
as a liability. 

Mr. McDonoven. Well, you might study the question and when 
you appear again inform us on it. ‘To my mind, it is a very important 
thing, because if we have to carry, say, the maximum of $450 million, 
if we have to carry that every year for a period of 5 years, and have no 
major disaster, we are imposing that obligation on the people col- 
lecting taxes to balance the budget. 

Mr. Mutter. But if this were an insurance company, and the total 

olicies outstanding was a billion dollars, that is their total contingent 
iability, and they have to set up reserves to meet that, even though 
actuarially there cannot be more than a hundred million dollar loss 
each year. 

Mr. Metstrevu. Well, we would have to do the same thing. 

Mr. McDonovau. I understand that. 

Mr. Mutter. Mr. McDonough would like to know how we are 
going to carry that so far as our Government bookkeeping is concerned. 

Mr. McDonoven. Yes; the Treasury of the United States is the 
capital behind this insurance. Now, whether we are going to have 
actually, in the budget each year, the anticipated maximum call upon 
all of the policies outstanding, or are we going to wait until a catastro- 
phe occurs and then meet the obligation? 

It is a question I would like you to look into. 

Mr. Wipna.tu. Mr. Meistrell, how did you arrive at the recom- 
mended figure of $1,900 million for authorization, plus the additional 
billion dollars? 

Mr. MetstreELL. We selected that figure largely as a base for this 
experimental program. I can’t tell you whether it is on the low side 
or the high side, but we felt that for an initial start $3 billion total 
would give us a fair measure of how the program would go and what 
our outside liability would be. 

Mr. Wipna.t. It isn’t related to past losses in the United States? 

Mr. Meistre.tu. No. If you would relate it to past losses in the 
United States the figure would unquestionably be much higher. 

You see, there is no way of knowing how much face amount of 
insurance you have got to write in order to generate enough premium 
to take care of your average annual losses, and that was the area that 
the chairman was questioning me about this morning. 
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And until you know that it is rather difficult to say that you ought 
to have $5 billion or $100 billion authorization. Some of the carriers 
have as much as $80 billion in exposure, but whether that is a 
figure 

Mr. Wipna.t. In other words, you know that if the premium was 
going to be a dollar a year, everybody who owns a home or a business 
would have it. But with a thousand dollars a year premium you 
would limit the field of operation considerably? 

Mr. Metstre.u. That is correct. 

Mr. Mutter. May I suggest that we adjourn now until tomorrow 
morning at 10 o’clock, and we will let you know when you should 
reappear, Mr, Meistrell. 

Thank you very much for your assistance. 

Mr. Metstrevu. Thank you, Mr. Chairman. 

Mr. Mutter, We will adjourn to reconvene at 10 o’clock tomorrow 
morning. 

(Whereupon, at 12:03 p. m., the committee adjourned until Thurs- 
day, January 26, 1956, at 10 a. m.) 
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THURSDAY, JANUARY 26, 1956 


Houssr or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New House Orrice BvuiLpIne, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Chairman Spence (presiding) and Messrs. Brown, Patman, 
Rains, Multer, O’Hara, Mrs. Griffiths, Messrs. Vanik, Talle, Kilburn, 
McDonough, Betts, Mumma, McVey, Nicholson, Bolton, and Bass. 

The CuarrMAN. The committee will be in order. 

The clerk will call the first witness. 

The Cierx. Mr. Chairman, the first witness is Kenneth L. Scott, 
Director, Agricultural Credit Service. 


STATEMENT OF KENNETH L. SCOTT, DIRECTOR, AGRICULTURAL 
CREDIT SERVICE, ACCOMPANIED BY CARL A. FRETTS, ACTING 
DIRECTOR, FEDERAL CROP INSURANCE CORPORATION 


Mr. Scorr. Mr. Chairman, I am Kenneth Scott, Director of the 
Credit Services of the Department of Agriculture. 

The Department has had, Mr. Chairman, a good deal of experience 
with cooperative and cost-sharing arrangements which are based on 
a working arrangement and a principle that is set out rather promin- 
ently, it appears, in this bill. 

I might say that quite generally our experience with these coopera- 
tives and cost-sharing arrangements has been quite satisfactory. It 
brings about a coordination of effort, and particularly where there are 
unusual risks involved, or costs. For example, in our soil conserva- 
tion work costs that make it difficult for the farmers themselves, to 
take care of the entire bill. The Department’s experience has been 
quite good in handling work along this line. 

We did not prepare a formal statement to present to you, Mr. 
Chairman. I have with me representatives from the Federal Crop 
Insurance Corporation, the Soil Conservation Service, and the 
Farmers’ Home Administration. If you, or members of the com- 
mittee, have questions that you would like to direct to us we will be 
very glad to respond to them. 

The CuatrMan. How is the crop insurance administered? Tell us 
something about the premiums that are charged, and upon what they 
are based? 

Mr. Scorr. Mr. Fretts, the acting manager, is here, Mr. Chairman; 
I would like to have him join me, if I may. 
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The CuatrMan. Very well. 

Mr. Scorr. The Federal Crop Insurance Corporation has a board 
of directors that sets broad administrative policies under the act, and 
assists in advising with the manager. I would like, with your per- 
mission, to have Mr. Fretts, the acting manager, elaborate on just 
how this operates. 

The CHarrMaNn. I am sure the committee would like to hear from 
him. 

Mr. Frertrs. Thank you, Mr. Scott. 

Mr. Chairman, we operate 9 different programs, all but 1 of 
which are on a specific commodity basis. The different programs 
include beans, citrus, corn, cotton, flax, soybeans, tobacco, and wheat, 
plus one additional program which we refer to as multiple crop. In 
that program we insure several commodities under the one contract. 

The CuartrmMan. What do you insure them against? 

Mr. Frerts. We insure against all unavoidable risks. 

The CuHarrMAN. How do you fix the premiums? 

Mr. Frerrs. The premiums are fixed at a level that reflects the 
risk of the growing crop. In doing that, our actuarial folks measure 
the loss over a period of years. It will average in the neighborhood 
of 25 to 30 years. They measure the loss during that period, and 
that loss, in relation to the coverage offered, is used in determining 
the premium rate. 

The CHartrMANn. What is the variability of the rate with reference 
to the various crops? 

Mr. Frerts. I beg your pardon? 

The CuarrMan. I| say, what is the variability of the rate, for in- 
stance, for the various crops? 

Mr. Frerrts. It varies substantially for a specific crop as well as 
between crops. It will vary anywhere from 2 percent of the coverage 
up to 35 percent of the coverage. 

The CHartrMAN. What are the rates? What are the actual pre- 
miums that farmers have to pay for this insurance, on the various 
crops? Do they vary as to geographical location? 

Mr. Frets. Yes, they vary as to risk. We determine as nearly 
as possible the risk to which the growing crop is subject. That is 
done primarily on a county basis. The county is divided into areas 
where the land is pretty much alike, or similar, and the areas of 
similar nature within a county carry the same coverage and the same 
rate. Other areas in the county will carry a different rate if there 
is a lower or higher risk. 

The CHarrMaNn. Then it varies as to the geographical location of 
the crop and as to the crop itself? 

Mr. Frerrs. Well, more directly to the risk to which the crop is 
subjected in growing. 

he CHAIRMAN. Give us an idea of what the farmer has to pay to 
secure this kind of insurance. 

Mr. Frerts. Well, a very good example comes to mind. We have 
been discussing it the last few days, and that is tobacco in Con- 
necticut. Our rate there runs slightly over $28 per acre for a coverage 
of $450. That is a conditional coverage. It is not a fixed coverage. 
It may be reduced if the price declines, within certain limitations. 

The CuarrMan. What would be the rate in Kentucky on tobacco? 
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Mr. Frerts. Somewhat less than that. I coulda’t give you the 
exact figures offhand. The coverage would be lower for the most 
part, and the rate would be lower. 

The CHarrman. Why would the coverage be lower in Kentucky? 

Mr. Frerrs. Primarily because the investment in producing the 
crop would be somewhat lower. Under our act the coverage cannot 
exceed the investment in growing the crop. 

The CuarrmMan. Are your policies reinsured? 

Mr. Frerrts. No, they are not. 

The CuatrMaN. It is entirely governmental? 

Mr. Frerts. It is entirely direct insurance by the Government. 
We do have a provision in our act whereby we could reinsure private 
carriers. However, up to the present time we have not worked out 
any such arrangements. 

The CHarrMAN. Have any of the private companies indicated a 
desire to go into the field? 

Mr. Frerrs. There have been 5 or 6 occasions during the past 7 
years when we have discussed reinsurance arrangements with private 
carriers, but no agreements have been consummated up to this time. 

The CHarrman. What has been the extent of your operations? 

Mr. Frerts. In 1955 we had 888 county programs. That repre- 
sented about 320,000 contracts in force. 

Our premium income for 1955 amounted to $22,256,000. Our 
indemnities for 1955 amounted to $25,878,000 and exceeded premium 
income to some extent. 

The CuarrMan. You obtain your funds by direct appropriation? 

Mr. Fretts. That is correct; our capital funds are provided by 
direct appropriation. Our administrative funds are also provided 
annually by appropriation, with the exception that during the last 
2 years we have moved in the direction of absorbing part of our 
administrative costs. 

The CuarrmMan. What proportion of the farmers growing tobacco 
carry that insurance? Take Kentucky, for instance. How wany 
farmers producing burley tobacco are insured? 

Mr. Frerrs. You have to bear in mind that we don’t operate in 
every tobacco county, but in the counties in which we operate, of 
which there are 127—that is not limited to Kentucky, but in all 
States—we insure approximately one-third of the growers. 

The Caatrman. What has been your loss? 

Mr. Frerrts. In tobacco? 

The CHarrMan. Well, in all crops. I would like to know what your 
loss has been in tobacco and what your loss has been on all crops. 

Mr. Frerrs. How would you like to have that, by years, or in total? 
A cumulative figure? 

The Cuatrman. I think by years would be more helpful. 

Mr. Frettrs. My comments now will be applicable to the period 
1948 through 1955. We were placed on an experimental program 
basis beginning in 1948, and I will give you the figures for that period 
to start with. 

Our premium income for that 8-year period amounted to just about 
$151 million. Our indemnities for that same period were $162 million 
—that is in total, for all the crops that we insured. 
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Now, I can break that down by each individual year. For 1948, 
our premiums amounted to $12.7 million; our indemnities, $6.8 
million. 

For 1949, our premiums amounted to $11.7 million; our indemnities, 
$15.5 million. 

hg the 1950 crop year, premiums, $14.1 million; indemnities, $12.8 
million. 


For the 1951 crop year, premiums, $19.1 million; indemnities, $21.3 
million. 

For the 1952 crop year, premiums, $21.2 million; indemnities, $20.6 
million. 

For the 1953 crop year, premiums, $27.1 million; indemnities, 
$31,050,000. 

For the 1954 crop year, premiums, $22.7 million; indemnities, $28 
million. 

For the 1955 crop year, premiums, $22,256,000; indemnities, $25,- 
878,000. 

The CuarrMAN. What has been the net result? 

Mr. Frerrs. The net result is a deficit of slightly over $11 million 
for the 8-year pe1iod. 

The CuarrMan. Is the farmer in any section of the country eligible 
for this insurance? 

Mr. Frerrts. Only in the counties where the program is offered, and 
on the commodities mentioned earlier. 

The CuarrMan. How is the program accepted by the counties? 

Mr. Frerrs. Well, it varies quite extensively by areas and by com- 
modities. I would say tobacco, probably, in the overall, has been a 
little more favorably accepted than some of the other commodities. 

The CHarrMan. What procedure does an area have to go through 
to become eligible for crop insurance? 

Mr. Frerrs. To be eligible, the commodity that we are insuring 
must represent an important part of the total agricultural income of the 
county, and the county must be representative of the several areas 
where the commodity insured is normally produced. Our act also 
states that insurance will not be provided in any county unless written 
applications are filed covering at least 200 farms or one-third of the 
farms normally producing the crop. 

So tentatively, we start out in a county after interest is expressed, 
and contacts have been made with our field people. The rates and 
coverages are developed, and once that is completed the insurance is 
offered to the farmers. 

The CHarrMAN. You vary your premiums with reference to what 
you consider the risk? 

Mr. Frerts. That is right. 

The CHarRMAN. Give us some idea as to the extent of the variability 
of the premiums for insurance in the different sections for the different 
crops. 

Mr. Frerts. Well, let us consider the Southwest, in the Dust Bowl 
area, where our losses have been extensive during the last 4 years. 
In the highest risk counties in that area our rates will run as much 
as 35 percent of the coverage. That would mean, for a $10 coverage 
per acre the rate would be $3.50. The risk is very high there, and as 
a result the rate is also high. 

The CuarrMan. At that rate do the farmers take the insurance? 
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Mr. Frerts. They will as long as present conditions prevail. 
We have found that as soon as conditions improve they just cannot 
afford to pay a rate that high. When this type of a situation is 
encountered, it is practically impossible to conduct an insurance 
operation on a sound basis such as we are required to do. Con- 
sequently we have found it necessary to withdraw the program from 
a few counties in the Dust Bowl area starting with the 1956 crop year. 

The CuarrMan. As you raise your rate don’t you find a decrease 
in the number of people who want the insurance? 

Mr. Frerts. It depends entirely on the risk. You may have a high 
rate in a high-risk area, and you will sell more insurance than you 
would if you had an average rate in a low-risk area. 

The CHarrMan. Then there are certain areas that are considered 
high-risk areas? 

Mr. Frerrts. Definitely. 

The CHarrmMan. And where people need the insurance the most, 
they have to pay the most for it. 

Mr. Frerrs. That is right. 

Now, responding further to your question, in the Northwest area, 
Washington-Oregon, where our risk is more conservative, our premium 
rates, average about 3 percent of the coverage. That means for $20 
coverage per acre the premium would amount to about 60 cents, and it 
varies between those two extremes throughout the country. 

But as nearly as we can humanly do so, we measure the risk and the 
rate is based on that risk. 

The CuarrMan. That is the principle: Where the people need it the 
least they get it for the lowest rate, and where they need it the most, 
they have to pay the most for it? 

Mr. Frerrts. That is right. 

The CuarrMan. That seems to be the principle upon which this 
flood insurance program is predicated. 

Mr. Frerts. Yes, sir. 

The CuartrMAn. Do the farmers look with great favor upon this 
insurance and rely upon it? 

Mr. Frets. That varies by areas. We are subject to criticism 
sometimes. I don’t think it is humanly possible to operate in a man- 
ner which would satisfy everybody. In most areas they are very well 
satisfied with the protection, they are willing to pay for it, and they 
would be extremely dissatisfied were the program taken away from 
them. 

There are some other areas, which are more or less in a minority, 
where they feel that we don’t give them enough coverage, that the 
rates are too high, and that sort of thing. When it comes time to 
adjust losses you will always run into some difficult situations, and 
you cannot always satisfy everybody. 

The CuatrMan. In your policies you enumerate the causes of loss; 
don’t you? 

Mr. Frerts. Yes, sir. 

The CHarrMAn. What are those causes, generally? 

Mr. Frerts. They include fire, hail, hurricane, freeze, insect 
damage, disease, grasshoppers—any unavoidable cause. 

Mr. Mumma. Mr. Chairman. 

The Cxarrman. Mr. Mumma. 

Mr. Mumma. You don’t include drought? 
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Mr. Frerts. Yes, we do. 

Mr. Mumma. You didn’t mention it. 

Mr. Frerts. Yes, we include both drought and flood. 

Mr. Mumma. Drought and flood are included? 

Mr. Frerrs. That is right. 

Mr. Mumma. Then you include every unforseen cause that might 
be destructive of crops? 

Mr. Frerrs. Every unavoidable loss. 

Mr. Brown. What agricultural crops do you insure? All of them? 

Mr. Frerrs. No, we have nine different programs. Shall I repeat 
those, Mr. Chairman? 

The CHarrMan. Yes. 

Mr. Frerrts. Beans, citrus, corn, cotton, flax, multiple, soybeans, 
tobacco, and wheat. 

Mr. Brown. How much insurance did you have this last year, total 
insurance? 

Mr. Frerts. We had 320,000 contracts in force. Our insured 
coverage amounted to approximately $310 million on the 1955 crop. 

Mr. Brown. Did you lose any money? 

Mr. Frerrts. Yes, sir; our losses for the 1955 crop year amounted to 
$25,878,000 compared to premiums of $22,256,000. In other words, 
we had a net deficit of about $3.6 million on the 1955 crop. 

The CHarRMAN. From your statement it appears that the overall 
losses and premiums collected have been pretty even through the 
years. There haven’t been any great losses. Your losses, from what 
you read, seem to be not very much in excess of the premiums col- 
lected. Has that been the experience of the organization since it was 
organized? 

Mr. Frerts. Not in the early years of our experience. We started 
insuring crops in i939. For the period 1939 through the crop year 
1947, protection on the crops insured at that time, particularly wheat 
and cotton, was offered on a national basis. During that period our 
net deficit amounted to $73 million. 

Then, the Corporation recommended to the Congress in 1947 that 
the program be placed on an experimental basis. That was approved 
by the Congress, and since 1947 we have operated on the so-called 
experimental basis. 

We started out in crop year 1948 by insuring crops in 375 counties, 
We have progressively added counties since then. For the 1955 crop 
year, we had 888 county programs. 

Mr. Brown. Have you increased or decreased premiums since you 
started on this program? 

Mr. Frerrs. Yes; there are many revisions every year, Mr. Con- 
gressman. We measure the risk as nearly as possible when we go into 
a county, based on, roughly, 25 or 30 years’ experience. Then that 
rate is revised as we go forward to reflect our actual experience. If the 
experience is favorable the rate may remain unchanged for some time 
or be reduced. But if the experience is adverse, we incorporate that 
in the rate, and the rate is increased. The premium rate may be 
increased annually, if the experience is progressively adverse. 

Mr. Boiron. Would the gentleman yield? 

Mr. Brown. I yield. 

Mr. Boiron. Do I understand, sir, that the rate is uniform per 
crop, within a county, or does it vary within the county depending 
upon the location of the land, and so forth? 
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Mr. Fretts. Normally, it will vary within the county. If the risk 
is uniform throughout the county the rate may be the same for the 
entire county. 

Mr. Botton. But if you have bottom land, and better land, it is 
going to vary? 

Mr. Frerts. Definitely. 

Now, I might add one other comment here. You speak of bottom 
land. We have found it necessary to declare some land uninsurable, 
where the risk is excessively high, and frequently that is land in the 
river bottoms subject to periodic floods. 

The CuarrMAN. Your overall losses or gains have no relation to the 
fixing of the premium, because the premium is fixed on the basis of 
local conditions, and that is not material to the consideration; is it? 

Mr. Frerts. Well, it works this way, Mr. Chairman: Our rates 
are established so that, over a period of years, premium income will 
cover indemnities paid, and it is on that basis we have been operating. 

Now, you are never going to have your premiums and indemnities 
actually agree. They are going to be a little under or a little over. 
But if premiums are deficient we increase our rates in the areas where 
we have experienced losses, so that we can recover those losses in 
future years. 

Now, the converse is also true. If in earlier years we have good 
experience, and accumulate a surplus, we will reduce our rates in the 
better areas and gradually work back to a norm. 

The CHarrMan. But those rates would not be imposed nationally. 
They would be imposed in the various districts? 

Mr. Frerts. By areas, within the counties; yes, sir. 

Mr. Brown. Suppose you have a 10 percent damage on a certain 
crop. Do you pay for that 10 percent? 

Mr. Frerts. We will pay a loss where the production falls below 
the coverage we offer. In other words, if the contract provides for a 
coverage of 10 bushels of wheat per acre, and the insured actually 
produces only 9 bushels, we will pay him an indemnity for the differ- 
ence of the 1 bushel. 

Mr. Brown. How do you estimate the percentage of damage, say 
10 percent or 25 percent? How do you get at it? 

Mr. Frerts. From the production. 

Mr. Brown. How? 

Mr. Fretts. From the production. We determine the production 
on the insured acreage, and that production, in relation to the coverage, 
is used in determining the extent of loss. The process is a little 
different in one program we offer, which is the citrus program. There 
we insure only specific risks, and losses are adjusted on the basis of a 
percentage of damage. 

The CHAIRMAN. Suppose you insure the production, but there is no 
unforeseen disaster, but the production is still low. Would you pay 
on that? 

Mr. Frertts. Yes, definitely. If the production was below the 
coverage we would indemnify the insured. 

The CuHarrMAN. Even though none of the contingencies against 
which you insure had occurred? 

Mr. Frerts. Well, we insure against all risks, except avoidable 
causes. Now, if there is an avoidable cause of loss involved, we 
would appraise any reduction in production on account of that, and 
that portion of the loss would not be indemnified. 
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The CHarrMaANn. Might you not say that the reduction came from 
insufficient fertilization, things of that kind, and so not pay it? 
Supposing he hadn’t scientifically conducted his operations, and had 
not reached the limits you set. "Would you pay the difference? 

Mr. Frerts. If the loss occurred as a result of not following what 
we call a good farming practice, in other words, if the farmer didn’t 
cultivate his property when it should have been cultivated, or if he 
didn’t apply poisons on the boll weevil when they should be applied, 
we would appraise the reduction in production as a result of that failure 
to follow approved farming practice, and would not pay the loss for 
that portion. 

Mr. Brown. Production depends largely upon the weather, too, 
doesn’t it? 

Mr. Frerts. Yes. Well, that is an unavoidable cause, and any 
reduction in the crop due to that is included. 

Mr. Brown. You don’t pay on that? 

Mr. Frerts. We do pay on that. 

The CuarrMan. In other words, you anticipate a certain crop and 
you insure the farmer will obtain that crop? 

Mr. Fretts. We guarantee it, yes. 

The CHarrmMan. Even though the contingencies against which you 
insure never occur? 

Mr. Frerrs. Yes, that is definitely right. We only guarantee 
the investment in the crop. Not to exceed the investment. We 
don’t guarantee a complete crop. 

The CHatrman. What has been the effect of this insurance on 
tobacco? Have a great percentage of the producers of tobacco taken 
out this insurance? 

Mr. Frerrs. About one-third of the tobacco growers in the counties 
in which we offer a program are policyholders. 

The CuarrmMan. What about cotton producers? 

Mr. Frerts. In the case of cotton producers, participation is 
somewhat less. About 15 percent of the growers in the counties 
where we offer the program are covered. 

The CuHatrMan. How about the other basic crops? 

Mr. Frerts. In the overall, it works out to about 21 percent of the 
growers participating in the program in the areas where the program 
is offered. 

The CuarrMan. Do you think this has been a successful operation, 
and has met with the approval of the people generally? 

Mr. Frerts. I would say yes. We have gone a long way in the 
last 8 years toward developing a sound program. We still do not 
have all the answers, but we have progressed toward improving the 
program to a point where we feel that it will operate on a sound basis. 

The CuarrmMan. Do you hear many complaints from the people 
who need the insurance most, because they have to pay the most 
forit? [imagine that would be natural, would it not? 

Mr. Frerts. Not necessarily. It depends on whether the rate truly 
covers the risk. 

Now, if the rate is out of line—if it is higher than the local people 
feel it should be—then there will be some complaints. You have to 
go into that sort of thing pretty thoroughly, and what we try to do is 
have the rate, as nearly as we can, reflect the risk. 
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The Cuarrman. How is the rate fixed? Do you consult with the 
farm organizations with reference to what the rate ought to be? 

Mr. Frerrts. In setting up the areas in a county, we consult the 
local people, but the work in actually establishing the rates is done by 
our Underwriting Division. They are highly trained in that sort of 
work, and the rates are established by the actuaries. 

The CuarrMan. Are they submitted to the local farm organizations, 
as to whether or not they meet with their approval as to their fairness? 

Mr. Frerts. No, we don’t submit the rates to them for their 
approval. The rates may come to their attention, but they are not 
consulted in the development of rates and coverages. 

Mr. Brown. Do the insurance companies offer any crop insurance? 

Mr. Frerrs. No, they do not up to this time. There is a group 
of companies planning to start a small experiment beginning with the 
1956 crop year, as I understand it. 

Mr. Rarns. Mr. Chairman. 

The CuarrMan. Mr. Rains. 

Mr. Rains. The truth is that the crop-insurance program is still 
on the experimental basis, is it not? 

Mr. Frerrts. That is correct. 

Mr. Rains. Take cotton, for instance, about which I happen to 
know a little. How many counties do you have in the program? 

Mr. Frerrs. For the 1955 crop year we had 101 county programs. 

Mr. Rains. 101 counties? 

Mr. Frerts. Yes, sir. 

Mr. Ratns. Now, the experience in my State of Alabama, and in 
2 of the heaviest cotton-growing counties in the State, after a severe 
drought for 3 years didn’t you raise your price on their premiums so 
high that practically all of the farmers dropped out in those counties? 

Mr. Frerts. We did raise our premiums if the losses were heavy, 
and that might result in losing some participation. It wouldn’t 
necessarily follow. 

Mr. Rarns. Well, is the end and purpose of the crop-insurance pro- 
gram to make money for the Government? 

Mr. Frerrs. No, it is not. The objective is to establish the 
premium rates at a level so that over a period of years they will cover 
the indemnities paid. 

Mr. Rarns. How long a period of years do you use in figuring out 
your actuarial rates? 

Mr. Frerrs. That will vary by crops, but normally it ranges 
from 25 to 30 years, depending on the information that is available. 

Mr. Rarns. It has been my observation that each time you get a 
loss of any kind in a county, even though it may be the first year, 
that you raise the premiums in that county on the next year. Do 
you do that on a 1-year basis? 

Mr. Frerts. In some cases, yes. Not in all cases. It would 
depend on the experience for the county from the time it had been 
in the program. 

Mr. Rarns. Is it your belief that if you had a wider coverage in 
the farm-insurance program, I mean all the counties involved in 
growing the basic crops, that you would have such coverage that 
you could avoid the hasty increase of premiums from year to year, or 
not? 
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Mr. Frerts. That is our objective, Mr. Congressman. One of 
the faults of our program is that in the early years our rates were too 
low. We cannot increase rates arbitrarily. We have found through 
experience that the only time we can increase rates and justify doing 
so to the insured is following a year when we have had losses and for 
that reason 

Mr. Rarns. Does it likewise follow that the only time you could 
reduce rates would be when there was a wider coverage and more 
premiums paid in? 

Mr. Frerrs. I would tie that more to actual experience. We 
could only reduce rates when our experience turned out to be more 
favorable than what we had originally anticipated. Now, as sur- 
pluses accumulate in counties where experience is favorable, we do 
reduce the rates. In other words, it works both ways, but for the 
most part our initial rates were established lower thar they really 
should have been and for that reason we found it necessary to make 
more increases than we otherwise would have had to make. 

Mr. Brown. The yield on crops in 1955 was much larger than it 
had been for several years, was it not? 

Mr. Fretrs. It was almost a record year. 

Mr. Brown. Well, I don’t understand how you lost so much money. 

Mr. Frerts. There are some very good reasons for that, Mr. 
Congressman. We have extensive participation in the Southwest 
area, the so-called Dust Bowl, and of our $26 million in indemnities, 
almost $14 million were paid out in the Dust Bowl area. 

We have now withdrawn from some of those counties. They just 
cannot be handled on an insurance basis, and starting with the 1956 
crop year we will not be in all those counties. We are still in some of 
them, but we are out of the ones that we considered the highest risks. 

The CuarrmMan. What was the first year you put this program into 
operation? 

Mr. Frerts. 1939 was the first year insurance was offered on 
any crop; wheat was the only crop insured that year. 

The CHatrMan. There had been no crop-insurance program before 
that time? 

Mr. Frerts. Not by the Government. There were several small 
experiments—well, I shouldn’t say experiments, but occasions where 
private companies attempted to insure growing crops, but they failed 
shortly after their initial attempt. 

The CuarrMan. Did any of the States ever go into crop insurance? 

Mr. Frerts. I believe North Dakota at one time initiated an 
insurance program on crops. I am not familiar with the details. 

Mr. Parman. Mr. Chairman. 

The CHarrMan. Mr. Patman. 

Mr. Patman. Have the private companies left the field entirely? 

Mr. Frets. Well, actually, they never entered it, Mr. Congress- 
man. 

Mr. Parman. Well, back 25 years ago, I know they had crop in- 
surance in west Texas against hail and things like that. 

Mr. Frerts. There were a few occasions. They do insure hail and 
wind, but they do not offer an all-risk program. There were a few 
companies at one time that attempted an all-risk program, but, as I 
pointed out a while ago, they were not in the business very long. 
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The CHatrMan. Well, a State organization would not be very suc- 
cessful because there would not be the diversity of crops. It is the 
diversity that helps you, isn’t it? 

Mr. Frerts. That is correct. In an insurance operation you need 
a distribution of risk and it should cover wide areas so that if you 
have a bad experience in one area it will be offset by more favorable 
experience in other areas. 

For instance, if we had operated only in the Southwest States in 
1955, why, our losses in that area would have been much higher in 
relation to our premiums than they are on the overall basis under 
which we have operated in 1955. 

The CuarrMan. In all of these programs it is essential that he 
who needs the insurance most pay the highest premium for it, and 
very frequently he is the one who can’t do it. Do you know of any 
way in which that difficulty can be avoided? 

Mr. Fretrs. Not under our present legislation. It requires that 
we operate a sound program, and that means that our rates shall 
reflect the risk, and it means that we must collect the premiums, once 
they are established on that basis, and the protection has been 
provided. 

The CuatrMan. In applying that no flood-control insurance, there 
are certain sections of the country which inevitably will be flooded, 
probably every 2 years, as the records of the past show. The Ohio 
Valley isanexample. And they are the people who need the insurance 
the most. Now, if we have a comprehensive insurance program those 
people will carry the burden. Do you know of any way in which 
that can be shifted? 

Mr. Frerts. The only way I would know would be through some 
method of subsidization of the program. 

The CHarrMAN. You can make the premium so high that the people 
that need it most cannot afford it. You have discovered that, have 
you not? 

Mr. Fretts. Yes, we have. I would put it on this basis—they 
won’t continue to take it. They will take it as long as adverse condi- 
tions prevail, but once better conditions return, why, you cannot 
expect them to pay an exorbitant rate, which is what it would amount 
to. 

The CHAIRMAN. Well, if a person has had flood losses over a period 
of years, that raises his premiums and because of that he is unable to 
pay them. 

Mr. Frerts. That is right. 

Mr. Brown. You withdraw from the fields where they have had 
bad crops many years, don’t you? 

Mr. Fretts. We have done that in the Dust Bowl area. Under our 
program, the act requires that we operate a sound program, and where 
experience has demonstrated that we are unable to do that, we have 
found it necessary to withdraw. 

Mr. Mumma. Mr. Chairman. 

The CHatrmMan. Mr. Mumma. 

Mr. Mumma. Have you found that in the Dust Bowl, where the 
rates are very high, that the farmers have still made money even 
though they paid a higher rate? I mean they had their losses paid by 
the Government. The rate is awfully high, but the risk is awfully 
high. 
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Mr. Frerts. I don’t think they have made money by carrying 
insurance. We cover their investment in their crops, and under the 
insurance policy they get back what they have invested in their 
crops, so that they can put in a crop the next year. 

Mr. Mumma. Well, that is my point. The rate is high, but still 
you lose money on the operation. 

Mr. Frerts. That is true. 

Mr. Mumma. In the automobile insurance business, if you have an 
extreme loss one year you will find your premiums up the next year. 
They don’t wait. It is on a yearly basis. I know 1 particular case 
in which I was interested, the rate went up $20 a vehicle in 1 year, 
due to a big loss, and it took us about 7 years to get back to our 
previous rates. 

Mr. Frerts. Our rates go up, too, in about the same manner, 
Congressman. 

Mr. Mumma. Are your premiums spot cash? 

Mr. Frerts. No; they are not. Our premiums are set up on a 
basis that we normally expect the farmer to pay his premium from the 
proceeds of the insured crop. 

Now, where they can pay prior to that time, of course, we collect 
earlier. But if the premium is not paid by a date specified in the 
policy, which immediately follows the harvest of the crop, the prem- 
ium increases 10 percent, so that it is definitely to their advantage to 
pay it out of the proceeds of the crop. 

Mr. Mumma. What would you guess your uncollectibles would 
amount to, percentagewise? 

Mr. Frerts. For the 1955 crop year, as of December 31, we had 
collected 91 percent of our premiums. 

Mr. Mumma. Is that mostly confined to one area, the uncollected 
portion? 

Mr. Frerts. Well, it varies by areas. Throughout the North- 
west, in the spring wheat area, our collections have always been a 
little better. In those areas for 1955, our collections are 95, 96, 97 
percent by States. In the Southeast it ranges from 70 to 75 percent 
at this time. 

Mr. Mumma. What crops does that cover, mostly? 

Mr. Frerts. Cotton and tobacco, for the most part. But you 
should bear in mind that those crops are not harvested and marketed 
until later. Overall, about 1 percent of our total premiums for all 
crop years remain uncollected. 

Mr. Mumma. A man does have a little chance to see how he is 
going to make out before he pays the premium, then? 

Mr. Frerts. Yes; he can, as I pointed out before, wait until his 
crop is marketed before paying the premiums. 

Mr. Mumma. You are dealing with much smaller units down there, 
and less financial responsibility, are you not? 

Mr. Frerrs. That is correct. 

Mr. Kitspurn. Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kiispurn. We are considering, as I understand it, trying to 
insure against floods. Do I understand that crop insurance covers 
floods where it affects crops? 

Mr. Frerrs. Yes, where it affects growing crops. 
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Mr. Kitsurn. So that if, in this proposed legislation, we left out 
crops, under your program they would be taken care of? 

Mr. Frerttrs. Growing crops, yes. Where we offer a program pro- 
tection would be available, but bear in mind that we do not offer 
insurance in all counties. 

The CHarkMan. What losses did you sustain by reason of the floods 
in the Northeastern States recently? 

Mr. Frerts. I can give you some information on that. Some of it 
will surprise you, no doubt. I will start with North Carolina and 
work north, if that is satisfactory. 

In North Carolina, we have almost 21,000 tobacco contracts. Our 
premiums amounted to $1,063,000, our indemnities, $190,000. In 
other words, we have almost a $900,000 surplus in the State of North 
Carolina on the 1955 crop year, notwithstanding the fact that we did 
have some hurricane damage. 

The CHarrMan. How much of the crop is in that district? 

Mr. Frerts. We have no counties on the immediate seaboard. 

The CHarrMAN. What was the result in the Northeast? 

Mr. Frerts. I might point out one further item with regard to 
North Carolina: Our overall liability in the State of North Carolina 
on tobacco was $35 million. So you can see the very small percentage 
of our overall liability which actually developed into losses. We paid 
out slightly less than $200,000 out of an overall liability of $35 million. 

Mr. Kitsurn. On that it doesn’t seem to me, Mr. Chairman, that 
that is the answer. You say hurricane damage. Now, you can buy 
tornado insurance. What this bill contemplates is simply flood 
control, as I understand it. You say hurricane. Wind damage is 
different. 

Mr. Frerrs. The reason I referred to hurricane damage, Con- 
gressman, was because the major part of that loss was due to hurricane. 
We cover drought, hail, freeze- 

Mr. Kitsurn. That is right, but the chairman’s question was, as | 
understand it, how much did you have to pay because of floods. 

Mr. Fretts. Well, in the State of North Carolina, our losses 
amounted to $190,000. 

Mr. Kitpurn. But you said that was hurricane. That is different 
from flood. 

Mr. Frertrs. We cover all risks. Now, most of our damage down 
there wasn’t necessarily due to flood, but was due to hurricane. 
There was some flood involved, but we didn’t differentiate. 

Mr. Kitsurn. This bill, or these proposed bills, as | understand it, 
do differentiate. And the chairman was asking how much you had to 
pay because of floods. 

‘The CuarrMAN. Well, the flood was the result largely of the hurri- 
cane in the Northeast. But how much did you actually pay by reason 
of the floods produced by the hurricane? How much did you pay for 
flood losses in the New England States? 

Mr. Frerts. I can’t give you any specific figure that represents 
losses just by floods. 1 can give you the figure which represents 
combined losses resulting from the hurricane, excessive rain, and flood. 

The CHarrmMan. Were not most of those losses due to the flood 
rather than the hurricane, in the crop area? 
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Mr. Frerrs. Only in the river bottoms. As soon as you get away 
from the river bottoms the damage resulted from excessive rain and 
wind. 

The CuarrMan. Can you tell us what you paid in those river 
bottom areas? 

Mr. Frerts. Yes, in Connecticut, for instance, we have insurance 
in one county, Hartford County. We have a little over a thousand 
contracts, and we will pay indemnities of approximately $400,000. 
Now, that isn’t all due to flood, that is flood, hurricane, and excessive 
rain, a combination of those factors. 

In Massachusetts, we have about 400 contracts in Hampshire 
County. Our indemnities amount to $36,600 in that county. And 
there, again, the losses are not all identified with flood. They were 
due also to hurricane and excessive rain. 

Mr. Nicuoutson. Was there damage from flood in Massachusetts? 

Mr. Frerrs. Not all of it was caused directly by flood. Part of 
it was, and part of it was due to wind, part to excessive rain. I 
would say it was due mostly to excessive rain and flood. 

The CHarrMan. What effect will those losses have on the future 
fixing of premium rates for insurance in those areas? 

Mr. Fretrrs. Hampshire County, after we pay the $30,000 to which 
I referred, will still have a reserve. 

The CHarrMAN. That would mean no increase in the charge for 
insurance? 

Mr. Frerts. In all probability there will be no increase in Hamp- 
shire County. 

In Hartford County, where our losses were substantially heavier, 
it will leave us in a deficit position of about $345,000. 

The CuarrMan. You have got to make that up in increased 
insurance premiums? 

Mr. Frertrs. Undoubtedly that will involve an increase in the rate. 

Mr. Nicuouson. Do you just write tobacco insurance? 

Mr. Fretts. No, sir. 

Mr. Nicuotson. Well, it must have rained in other counties. 

Mr. Frerts. In those counties tobacco is the only crop that 
we insure. 

Mr. Nicnoutson. That is Franklin County? 

Mr. Frerrs. Hampshire, Mass., and Hartford, Conn. 

Mr. Nicuwotson. Did you say Norfolk County? 

Mr. Fretrts. No, sir. 

Mr. Berts. Mr. Chairman. 

The CuarrMan. Mr. Betts. 

Mr. Berts. You mentioned payment in terms of investment. 
What items do you include as investment? Do you include taxes? 

Mr. Frerrs. Yes, we include labor, seed, taxes. 

Mr. Berts. Fertilizer? 

Mr. Frerts. Fertilizer. 

Mr. Berrs. Well, now, suppose a crop is damaged a hundred 
percent by flood along toward the harvest time. Do you include the 
cost of cultivation? 

Mr. Frerts. Yes, sir. 

Mr. Berrs. And your payments are solely on investment and not 
on estimated return of crop? 

Mr. Frerrs. Our coverage is based on investment. Our losses repre- 
sent the difference between the coverage and the amount of production. 
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Mr. Berrs. What was that again? 

Mr. Frerts. I say our coverage cannot exceed the investment in 
the crop, under our act. It is limited to the investment. 

There is one further limitation, that it cannot exceed 75 percent of 
the normal yield, but that very seldom comes into the picture. 

Mr. Berrs. Suppose a farmer had 40 acres of wheat and had a 
hundred percent loss by flood. You would determine what the invest- 
ment was, by way of taxes, seed, fertilizer, cultivation, and then you 
pay what that investment was? 

Mr. Fretts. We have made that determination in advance, Mr. 
Congressman. We have determined the investment in the crop prior 
to the time that the insurance contract is sold, so that the farmer 
knows how much protection he has, and he knows what his premium 
rate is. 

Mr. Berrs. Of course, a prior determination might not include all 
the cultivation costs of the crop. 

Mr. Frevrts. We take all those items into consideration in develop- 
ing the coverage, which cannot exceed the investment. 

The CuarrMan. Your policy is to make the program self-supporting 
in each area covered; isn’t that true? And if you have a loss which 
impairs your reserves, in that particular section you raise your 
premiums? 

Mr. Frerts. Normally, yes, but not always. It depends on the 
preceding experience. 

The CHarrMAN. Well, that is the general policy; isn’t it? You 
want to make it self-supporting in each particular area? 

Mr. Frerrs. That is correct. 

The CHarrMan. And if you did have a loss in that area which 
impaired your reserves, the next year you would raise the premium 
rates in that area? 

Mr. Frerrs. If the reserves were impaired to any degree, yes, the 
rates would be raised. 

Mr. O’Hara. Mr. Chairman. 

The CuarrMan. Mr. O’Hara. 

Mr. O’Hara. Is there a technical definition of the word ‘‘flood’’? 
What I have in mind is this: In Chicago, within recent years, we have 
been having very heavy rainfalls, and they have caused flood condi- 
tions, and because of those flood conditions some of our new housing 
in new subdivisions has been very badly damaged—somewhat com- 
parable to the damage that occurred to certain subdivisions in 
California. 

Would those flood conditions, caused by heavy rainfall, be included 
in the legal or accepted definition of flood? 

Mr. Frerts. I don’t know that I am qualified to answer your 
question, Mr. Congressman. I believe flood is defined in the bill, 
the disaster insurance bill, under consideration. There certainly 
would be marginal areas. Whether it was flood or excessive rain, I 
think would be subject to some question. 

Mr. O’Hara. Of course what results are the destructive eonditions 
of flood, but the cause is not a flood due to the overflowing of a river. 

Mr. Frertrts. That is correct. 

Mr. O’Hara. Unless you would call water going through the pipes 
and drains something in the nature of a river. We have had some 
experience in Chicago. 

r. Fretrs. We have a representative present, of the Soil Conser- 
vation Service. He might be able to give you a better answer. 
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Mr. O’Hara. I am wondering if, while we are writing this legisla- 
tion; whether we should not make it broad enough to include such 
situations. Of course, our chairman is from Kentucky, where they 
have definite flood conditions. 

I also notice in the report from the other body that in Illinois, 
during the last decade or so, there have been many, many tornadoes. 

Mr. Frerts. That is right. 

Mr. O’Hara. Is Illinois one of the sensitive spots as regards 
tornadoes? 

Mr. Frerts. It is one of them. There are other areas that are 
subject to the same type of disaster. 

Mr. O’Hara. Where I live in the South Side of Chicago, where I 
have lived for 40 years, we have been warned that we are in the 
tornado path. So far we have been fortunate. It might not be so 
always. 

Thank you. 

Mr. Mutter. Mr. Scott, you are in direct charge of the crop- 
insurance program? 

Mr. Scort. No; I am not, Mr. Congressman. That comes under 
the assignment of Mr. McLain, a newly appointed assistant secretary. 
My group is REA and Farmers’ Home Administration, and disaster 
programs, but not crop insurance. 

Mr. Mutrer. Is there any one in the Department who has been 
there for any number of years who has had direct control or charge 
of or supervision of crop-insurance programs? 

Mr. Scortr. Well, our witness here, Mr. Fretts, has been there a 
good many years, and is speaking from experience. 

Mr. Mutter. How long have you been in charge of the crop- 
insurance program, sir? 

Mr. Frerts. Mr. Laidlaw, our former manager, resigned as of 
December 31, and I have been acting manager since that time. 

Mr. Mutter. How long before that had you been associated with 
the program? 

Mr. Frerts. Since 1945. 

Mr. Mutrer. Would vou say that crop insurance, because of the 
nature of the causes of the loss, is about as close as you could come to 
disaster insurance for comparative purposes? 

Mr. Frerts. Yes; I would say that would be true. 

Mr. Mutter. Are you familiar with the study that was made by 
the staff of the Senate Banking and Currency Committee? 

Mr. Frerts. To some extent, yes. 

Mr. Mutrer. Are you familiar with appendix A which deals with 
Federal crop insurance? 

Mr. Frerts. Yes, sir. 

Mr. Mutter. Would you say that that is a fairly good analysis 
of the operation of the Federal crop insurance program? 

Mr. Frerrs. Let me see if I understand you correctly. Do you 
mean the testimony that was given 

Mr. Mutter. No, I am not now referring to the testimony before 
the committee, but to the staff study, which is appendix A, beginning 
at page 272 of the Senate document, Report No. 1313, on Federal 
disaster insurance, which particular appendix deals with Federal crop 
insurance. 

Mr. Frerrts. If you refer to a document headed “Federal Crop 
Insurance, a Description,’’ that was prepared by our staff in the 








bhi bse 








NePrataniBinltede Stem 


lancet si 





Pe eee 





DISASTER INSURANCE 91 


Corporation, and I would certainly say that it constitutes a good 
description of the way our program operates. 

If you would like, Mr. Congressman, it could be included in the 
record of these hearings. 

Mr. Mutrer. If that is already printed in a staff report, I would 
rather not encumber our record by having it reproduced here because 
the staff report is available to us. 

Is it the same as the staff report? 

Mr. Frerts. I haven’t checked it, but so I understand. 

Mr. Mutter. Suppose you leave it with us and we will check it 
and if it is the same as in the staff study we will not include it. If it 
is different we will include it in the record of these hearings. 


FEDERAL Crop INsuRANCE—A DEsScRIPTION 
INTRODUCTORY DESCRIPTION 


Federal crop insurance is a type of insurance not available from private in- 
surance companies that is offered by the Federal Crop Insurance Corporation, 
an agency of the United States Department of Agriculture. This insurance covers 
essentially all natural causes of loss, including drought, flood, hail, wind, frost, win- 
terkill, lightning, fire, excessive rain, snow, wildlife, hurricane, tornado, insect 
infestation, plant diseases, and such other unavoidable causes as may be deter- 
mined by the Board of Directors. It does not cover such causes of loss as neglect, 
poor farming practices, theft; nor does it cover the risk of financial loss due to low 
prices. Citrus insurance covers only a few causes of loss. 

The insurance is voluntary and the farmer pays a premium for this insurance. 
The premiums are required to be set at a level believed adequate to cover losses 
and to provide a reserve against unforeseen losses. Operating costs have been 
borne by the Government through annual appropriations; this cost has not been 
included in the premiums farmers pay. The appropriation act for the year be- 
ginning July 1, 1954, authorized the charging of the direct costs of loss adjusters 
for crop inspections and loss adjustments against premium income. Such costs 
will be treated in the same manner as the cost of the indemnities for crop losses 
It is not possible herein to describe the rate of premium the farmers have to pay 
because this varies widely by areas depending on (1) the crop insured, (2) the risk 
of the area, and (3) the amount of insurance per acre. 

Federal crop insurance is not available in all counties and in most of the counties 
where it is available, it is available only on one crop. In 1954 one or more kinds 
of insurance was in effect in 803 counties out of about 3,000 agricultural counties 
in the country. The reason that this insurance is not available to all farmers on 
all crops is that it is still in an experimental or developing stage. Some of the 
insurance is even now in the early stages of experimentation, as for example the 
citrus insurance, whereas insurance of wheat which was started first may be con- 
sidered as in the more advanced stage of development. In these counties more 
than a third of a million producers are insured. 

The status of Federal crop insurance on 1954 crops is as follows: 
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Roughly, insurance of a crop is effected by guaranteeing the farmer a certain 
amount of production and if the production amounts to less than that, he is 
indemnified for the shortage. At this point, it is not possible to describe the 
insurance completely nor the different types of insurance but for a first approach 
and with many exceptions, the following illustration is given for the most widely 
used type. 

Assume that a farmer has 100 acres of wheat and that he is insured for 10 
bushels peracre. Assume also that the price of wheat fixed for insurance purposes 
in advance of the season is $2 per bushel. The amount of insurance on 100 acres 
would be 1,000 bushels. Assume that the farmer harvested all the acreage and 
produced only 400 bushels. The production would be short 600 bushels from the 
amount guaranteed and at $2 per bushel this would mean that he would be 
indemnified for $1,200. The same thing can be expressed in dollars. The 
coverage would be $2,000—the equivalent of 1,000 bushels at $2 per bushel. 
The production of 400 bushels would be worth $800 at the fixed price of $2 per 
bushel. The indemnity would be $2,000 less $800, or $1,200. 

The above explanation is given both in bushels and dollars because under some 
insurance contracts, computations are made in bushels, whereas in other contracts 
for various reasons, the computations are made in dollars. Essentially, there is 
no difference in the two methods. 

The above illustration is extremely brief and simplified; it will be explained 
more fully in later sections and deviations from the above will be explained. 


LEGISLATIVE BASIS 


The original act was passed by Congress and was approved February 1938 and 
is known as the Federal Crop Insurance Act. It provided for insurance on wheat 
only. This act was amended in 1941 to include cotton. Insurance was suspended 
for 1944 by appropriation legislation but reinstated for 1945 on the basis of an 
amendment to the Federal Crop Insurance Act, adding flax and providing 
authority for experimenting with insurance on other commodities. After loss of 
considerable capital in the early years, the act was amended again in 1947 and 
the program was reduced in scope to an experimental basis. In 1949 the legisla- 
tion was amended again, setting up for a 4-year period a gradual basis for expan- 
sion. In 1953 provision was made for continued expansion. 

The legislation establishes the Corporation as an agency of and within the 
United States Department of Agriculture and provides for a Board of Directors 
appointed by the Secretary of Agriculture, composed of the Manager of the 
Corporation, two other employees of the Department of Agriculture, and two 
persons experienced in the insurance business who are not otherwise employed by 
the Government. The act also authorizes the capital for the Corporation in- 
tended to serve as a revolving fund and sets up the basis for the insuring of crops. 
The operating organization was set up as a Corporation so that it might operate 
somewhat as a private insurance company 


ADMINISTRATIVE ORGANIZATION 


The Secretary of Agriculture is responsible for the administration of the pro- 
gram through the Board of Directors appointed by him, and a Manager. a 
rently, the Board of Directors is made up of an Assistant Secretary of Agricul- 
ture, the Manager of the Corporation, the Administrator of the Commodity 
Stabilization Service, and an individual experienced in the field of mutual insur- 
ance and another experienced in the field of private stock company insurance. 

The Board of Directors determines overall policies and approves the terms and 
conditions of the insurance contracts offered. 

The Manager of the Corporation is the executive head of the Corporation. 
The headquarters office is in the Department of Agriculture in Washington, a 
branch office is in Chicago, and there are State crop insurance offices for individual 
States or groups of States. 

The headquarters office consists of the office of the Manager and five Divisions— 
Underwriting, Sales and Servicing, Claims, Finance, and Administrative. Four 
area directors stationed in the field are responsible for directing and coordinating 
activities in their areas. The functions of the headquarters office are primarily 
the determination of policy, the planning and development of the insurance, the 
establishment of the coverage and premium levels at which it is sold, and the 
supervision and coordination of activities. 

Actual insurance contracts are not processed through the headquarters office. 
The branch office in Chicago is the central office for insurance contract records, 
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their examination, the computing of premiums and billing of insureds, receiving 
premiums, computing and paying indemnities, maintaining program accounting 
records, and summarizing statistical data for general and actuarial purposes. 

There are 20 States offices. While these are called State offices some serve 
two or more States, especially in the case of States where the insurance volume 
is not large. A State director is in charge of the insurance in this State or group 
of States and has one or more district supervisors as assistants. He has charge 
of the insurance operations in his area including the selection and supervision of 
insurance agents and the selection and supervision of loss adjusters. He operates 
under the direct supervision of one of the area directors. 

Generally, in each county there is an insurance agent. His function is to sell 
the insurance and to service it, such as obtaining acreage reports, collecting pre- 
miums, and receiving notices of loss. He is paid on a commission basis. His 
office is known as the county office. It is the local contact point for the farmer, 
a place where the farmer can obtain information, buy crop insurance, report his 
acreage, pay his premium, and report losses. ‘The agent may have insurance 
salesmen and others working for him. Previously these functions were performed 
by the county committees and county offices of the former Production and Mar- 
keting Administration of the United States Department of Agriculture. The 
changeover became fully effective at the beginning of 1954, 

The other direct contact with the farmer is the adjuster who is responsible not 
to the agent but to the State director. He isa part-time employee of the Corpora- 
tion, working only when needed. In some cases he may be a local person working 
principally in his home county or he may be from outside the county. He is a 
farmer or one who has previously been engaged in farming. Upon notice of 
damage or loss given to the Corporation by the insured, he inspects the crop, may 
release some acreage, and adjusts the loss after harvest. 


HOW IT WORKS FOR THE FARMER 


As an example, let us assume that a farmer lives in a county where wheat-crop 
insurance is available. A sales agent for crop insurance may discuss it with him 
or this farmer may have heard of the insurance and have asked about it at his 
county office. If he decides to take the insurance he must make an application 
for it in writing on a special form. This application for insurance must be sub- 
mitted before a ‘‘closing date’? which is usually a short time before planting of 
the crop generally begins in the county. After the first year that he takes wheat- 
crop insurance he will not have to apply for it again because his insurance con- 
tract will continue in force from year to year unless either he or the Corporation 
decides to cancel it. 

In deciding whether or not he wants to take the insurance he will want to know 
how much protection it will give him and how much it will cost. This information 
on a per acre basis is available from the salesman, and the official record is available 
in the county office. 

His application for insurance covers all of the wheat in the county in which he 
will have a share in the crop. He cannot obtain insurance on one farm, for ex- 
ample, and not have it also on his other farms. His application will also contain 
a promissory note for the premium each year. At the time he makes his applica- 
tion, it is not usually possible to know the exact amount of that premium because 
he may not know the location nor the exact amount of acreage that he will plant. 
His request for insurance is reviewed in the county and in the State office and if 
he is satisfactory, the application is accepted and he then has an insurance con- 
tract. He receives an insurance policy setting forth the terms of the insurance 
contract. 

After he has completed planting his crop he reports the location and amount of 
acreage that he has planted as well as his share in the crop. This is most fre- 
quently done by a visit to the county office although sometimes it is done by mail 
and sometimes the information is given to a representative who visits the farm. 
These data provide the basis for determining the amount of premium that he is 
obligated to pay. He may pay this premium immediately or delay payment 
until after harvest. Any balance of premiums unpaid by a fixed date (sometime 
after usual harvesttime) will be increased by 10 percent. 

The farmer is expected to plant his crop and take care of it in a good workman- 
like manner as his contract does not cover losses resulting from negligence and 
poor farming practices. If his crop is damaged so that it is probable that there 
will be a loss and it is too late to replant it, he must give notice of that fact 
promptly to his county office. Upon receipt of this notice, his crop may be 
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inspected and definitely will be inspected if he also indicates that the crop on all 
or part of acreage is so badly damaged that he wants to abandon the crop and put 
the land to other use, possibly to plant some other crop as a substitute. He 
cannot without penalty destroy his wheat drop and plant his substitute crop, 
however, until the inspection has been made and approval given. If any of the 
acreage remains for harvest the loss cannot be settled until after harvest, and he is 
advised to report again about his loss after he has had a chance to harvest the 
crop and find out more about the production from it. 

Most reports of loss are submitted after harvest. The insured farmer is required 
to keep a record of his production or to keep his production on the farm so that 
the loss may be determined. An insurance adjuster will visit the farm, measure 
the wheat that may be stored on the farm, obtain information with respect to the 
amount that has been sold or otherwise disposed of and verify it to his satisfaction. 
He will inspect the fields where the crop was grown and also determine the acreage. 
The insured farmer will normally submit a claim for indemnity based on these 
findings and if the claim is approved, he will receive a check for the amount of 
his indemnity. 

Thus if a farmer is insured he does not have any difficult process to follow 
under his contract. He has to farm, cf course, in a workmanlike manner, to report 
his acreage, to pay his premium, to give notice of damage or loss promptly, and 
to retain evidence of his production. 


PURPOSE OF CROP INSURANCE 


Before proceeding further into the methods of insuring and operating, it might 
be desirable to stop and consider briefly the purpose of crop insurance. The 
farmer’s crops are subject to many natural hazards over which he has no control. 
Often as a result of drought or excessive moisture, of cold or heat, or some other 
reason, the farmer’s crop is lost or severely reduced. Many times the loss of these 
crops result in financial difficulties even to the extent of having to discontinue 
farming operations. This is particularly the case where crop failure comes in a 
series of years, a situation not uncommon and resulting from so-called weather 
cycles about which we know little. Thus the farmer faces many risks in growing 
crops. 

Insurance is a device designed to meet the problem of risks. Crop insurance 
spreads the losses over many persons exposed to these risks; it spreads the losses 
over many areas; and it spreads the losses over many years. It makes it possible 
for the farmer to substitute a regular annual premium cost for irregular losses. 

The farmer has a major investment in his growing crops. With our modern 
commercial methods of farming, the cash costs alone are high. It takes money 
to buy fertilizer, seed, gasoline, insecticides, irrigation water, and often labor. 
Many farmers have to borrow to put this investment into the crop. Loss of that 
investment often means inability to repay the loan. This often exhausts his 
credit, leaving him without means of financing for subsequent years. Crop 
insurance improves his credit because he can offer it as additional security and 
use it to pay off his loan if his crop fails. The farmer who does not have to borrow 
may be in stronger financial position but he risks the money taken from his reserves 
to produce the crop. If the crop fails, he must dig deeper into his reserves to 
produce the crop for the following year. By protecting his investment with crop 
insurance, he can protect his accumulated reserves. 

Crop insurance may be looked at not only as protecting the investment but as 
stabilizing the income. Persons with highly fluctuating incomes who do not 
build up adequate reserves must adjust their standard of living to their income. 
This is particularly the case of low-income groups who also often have little 
ability to borrow. Crop insurance assures them some purchasing power every 
year. 

It is sometimes thought that insurance of crops is needed where losses are 
frequent but of little need where losses are infrequent. It is not the frequency 
of the loss that measures the need for insurance; it is rather the amount and im- 
portance of the amount that is risked. It hurts just as much to lose the invest- 
ment in producing a crop if you are one who suffers a loss out of a hundred as if 
you are 1 out of 10. In fact, where losses are infrequent the insurance protection 
is quite desirable because the very infrequency of loss makes the premium cost 
low. It does not make insurance protection unnecessary. 

But the benefits of crop insurance extend beyond the farmer. Rural communi- 
ties are dependent upon farm income for a living. If the farmer can pay his 
bank loan, his store bill, his doctor bill, etc., and has some money to spend, even 
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though small, stability is added to the income of that rural community Agri- 
cultural income is a factor in national income and any stabilizing factor such as 
crop insurance has some effect on the prosperity of the country as a whole. 

Crop catastrophes have often necessitated Government grants, loans, or other 
assistance to farmers affected thereby. Crop insurance reduces the need for such 
public relief measures. It enables the farmer to make provision in advance 
against such emergencies. It enables farmers as a group to build up through 
premiums a fund to meet these needs, 


AMOUNT OF COVERAGE PER ACRE 


The amount of insurance per acre differs so widely over the country and for 
different crops that only general information can be given here with respect to it 
and something about the method by which it is determined. 

The farmer does not have the opportunity to buy any amount of insurance 
that he may choose, such as is the case within limits for some other kinds of 
insurance. It is impracticable for a number of reasons for each insured to have a 
different amount of protection per acre. Consequently, there is generally only 
one amount per acre available to him although in a small number of counties an 
option of two amounts is given. Much care is given to the determination of that 
amount. 

There is an important point that should be noted with regard to the amount of 
coverage per acre. The coverage is essentially a guaranty. Take for example a 
coverage of 15 bushels. The 15th bushel has the least chance to be produced and 
therefore is the most expensive b ishel to insure. The fourteenth has a little more 
chance to be produced and is a little less expensive to insure. The thirteenth in 
turn has more chance to be produced than the fourteenth and is less expensive 
to insure. Following this reasoning, 10 bushels can be insured for a premiun less 
than two-thirds the premium for insuring 15 bushels, probably for half or less. 
So while the higher coverages are attractive for the larger protection, the lower 
coverages are attractive for the lower premium cost. 

Since the top part of the coverage is the most hazardous to insure, the Corpora- 
tion must give much consideration to how high a coverage can be offered under 
sound insurance. The amount of coverage which can safely be insured for an 
individual tract of land or land area must, of course, to a certain extent be de- 
termined locally. At the same time, it must be subject to control by the Corpora- 
tion and is in part influenced by legislative controls. The Federal Crop Insurance 
Act sets two general limits on the amount of insurance. One is that it shall 
not generally exceed the investment in the crop (per acre) in the general area and 
the other is that it shall not exceed 75 percent of the average yield for the farm 
over a representative period of years. Within these limits set by law, methods 
have been devised for establishing these coverages, giving consideration to the 
amount which can be insured with safety, the premium costs, the desires of the 
farmers, ete. 

The process begins at the top. County figures are first developed by the 
actuaries in the headquarters office based, in part, upon Department of Agri- 
culture statistics with regard to the long-time average yield for the county and 
statistics from various sources regarding the usual investment in the crop in the 
area. Often, of course, the amount of premium that farmers in an area are willing 
to pay is a factor in determining the amount of the insurance coverage. After 
the figure for the county is established, it is sent to the field underwriter, who, 
with the assistance of local people, makes such variations in coverage as are desir- 
able between different parts of the county. The basic consideration is the pro- 
ductivity of the land. Yield records, soil maps, and other sources of information 
are used in dividing the county into areas, some with higher coverages than others. 
The average of the coverages established for the different areas, weighted by 
acreages in these areas, cannot exceed the county figure established by the head- 
quarters actuaries. 

Through this system, effect is given to the knowledge by local people of the 
different land areas, to the statistical records of past production, to the amount 
of premium which it is believed farmers are willing to pay, to the general policies 
of administration, and to the restrictions in the legislation. 

The coverages will also often vary with the farming practice that is followed. 
Land that is irrigated will usually be insured for more than land that is not 
irrigated. Land that is summer fallowed will usually have a higher coverage 
than land not fallowed. 

The amount of coverage per acre is not as high on that acreage where the 
farmer does not complete his crop as it is on the acreage that is harvested. Actu- 
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ally he does not have as much investment in the acreage which is destroyed and 
never harvested. The coverage is progressive, increasing by stages throughout 
the season. These stages vary for the different commodities. One set of stages 
used in quite a few commodities including wheat is that the amount of coverage 
on acreage released and planted to a substitute crop will be only half as large as 
it would be if the acreage were harvested. For any other acreage destroyed and 
not harvested, the coverage would be 90 percent of the full coverage on harvested 
acreage. In some other crops, for example, cotton, a number of stages of produc- 
tion are established but these depend on the processes that have been completed. 
For example, in cotton the amount of coverage before the first cultivation is 25 
percent of the full harvested coverage. After the first cultivation and before 
laying the crop by, the coverage is 40 percent. After the crop is laid by and 
until it is harvested, coverage is 75 percent. There are variations for other crops. 
The above illustrations, however, point to a principle that is involved and which 
is used throughout the different types of crop insurance. 


PREMIUM RATES 


The processes by which the premium rate for any area of land is determined 
are somewhat similar. Premium rates are established in most cases as an amount 
per acre. The actuaries at the headquarters office determine what the average 
premium rate per acre for the county must be. Field underwriters, with the 
assistance of local people, divide the county into rate areas. In dividing the 
county into rate areas and establishing the differentials between areas, considera- 
tion is given to the risks of production and crop insurance experience of previous 
years plays an important part. In this process of classifying the land in the 
county some of it may be classed as uninsurable. To avoid having separate 
area classifications for premium rates and for coverages, the two classifications 
are consolidated by subdivision of areas so that all land in any designated area, 
such as area 5, will have the same coverage and the same premium rate. This 
may necessitate having two or more areas with the same coverage but different 
premium rates, or vice versa. Final approved coverages and premium rates for 
areas are set up on a table called the actuarial table and together with the map of 
the areas they become the official record of the insurance terms for land in the 
county. They are kept on file in the county office and are available for inspec- 
tion by farmers. Thus, the establishment of the premiums for an area, like that 
of establishing the coverage, reflects the knowledge of local people as well as the 
statistical record of crop losses and also, of course, is subject to general policy as 
to the amount of premium. 

With regard to the amount of the premium, the Federal Crop Insurance Act 
provides basic policy. It states that the premium charged shall be such amount 
as is considered by the Board of Directors to be adequate to meet losses and to 
establish a reasonable reserve against unforeseen losses. It has been the policy 
of the Congress, under authorization in the Federal Crop Insurance Act, to pro- 
vide appropriations for the payment of operating expenses. Consequently, 
premium rates have been computed on the basis of the amount necessary to cover 
only the insurance losses and provide reserves. As pointed out earlier, the 
Agricultural Appropriation Act for the year beginning July 1, 1954, authorized 
the charging of the direct costs of loss adjusters for crop inspections and loss 
adjustment against premium income. Consequently, this represents a change in 
policy with regard to the Government’s contribution toward the crop-insurance 
program and the premium that farmers pay. 

Another policy that has been followed has been to adjust the premium costs to 
the risks of the area so that each county and each State bears its own risks. The 
original rates were based on estimated losses over a representative period of years 
from records of production but as time progresses, actual insurance losses are 
incorporated into the rates so that for most of the insurance at the present time, 
the premium rate is largely made up from insurance loss experience. 

The risks vary so widely by crops, by areas, and by the amount of the coverage 
per acre, that it is not possible to give any comprehensive picture of the cost of 
this insurance to the American farmer. For example, county averages for wheat 
premiums in 1954 varied from less than 60 cents an acre to over $3 and rate area 
variations were probably wider. Expressed as a percentage of coverage, county 
figures varied from 3 to 35 percent. This reflects the fact that there are vast 
differences in this country with respect to the productivity and risk in growing 
wheat. In some areas a farmer may receive protection of $30 an acre for $1.50 
cost while in other areas a farmer may receive $9 an acre protection for $1.50 cost. 
Wide variations in coverages and rates exist for other crops insured also. 
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SOME INSURANCE FEATURES 


In this section an attempt is made to describe some of the insurance-contract 
provisions other than those described elsewhere in this report. This section must 
in itself be general and limited to the usual practice because it represents a descrip- 
tion of eight types of insurance contracts and these vary somewhat even though 
they have much in common. 


Minimum participation requirement 


The Federal Crop Insurance Act requires that insurance not be provided in a 
county unless applications cover 200 farms or, if less than that, that they cover 
at least one-third of the farms normally producing the insurable commodities 
and eligible for insurance. A few counties fail to qualify and some even after 
having insurance for a year or more drop below the qualifying requirement. 


Who may obtain insurance 


Insurance is available only to producers of agricultural commodities. Pro- 
ducers of agricultural commodities are generally owners or tenants. A landlord 
and his tenant apply for insurance separately and either may insure his share of 
the crop. In the case of cotton insurance and tobacco insurance, a farm operator 
may provide the insurance for his share tenants and sharecroppers who farm 
under his supervision. This insurance must cover all of such persons who share 
the crop with him. He paysthe premium. However, any loss of a sharecropper 
or share tenant is paid by joint check to both the operator and the sharecropper 
or share tenant. 


Closing dates 


Under each type of insurance or insurance program there are closing dates 
established after which new applications for insurance in that year will not be 
accepted. These closing dates precede the usual period of planting and in some 
cases are considerably in advance of the usual planting dates. The main object 
of having closing dates (as well as cancellation dates which are explained later) 
is to get the insurance sold or on the books before much can be known about the 
conditions for planting and the prospects for the crop. Sometimes the amount 
of soil moisture or other factors may give a clue as to the chances for a good or 
poor crop. Without these date limitations many farmers would take insurance 
only in those years when conditions for planting and crop prospects indicated 
less than normal chances for a crop. This is referred to in insurance terms as 
“adverse selection of risks’’ and the Federal Crop Insurance Corporation attempts 
to avoid this by early closing and cancellation dates. A recent illustration of 
what could happen without these dates is found in the report of a State director 
in the fall of 1953 about 2 months after the usual planting date for winter wheat. 
He said, “It has been very dry recently and the wheat crop is at a standstill. 
Farmers are coming into the county offices now asking for crop insurance on their 
wheat. One county told me they had at least 50 farmers asking for insurance in 
the last 10 days.” If soil moisture or other conditions become serious before the 
regular closing date, the taking of applications is sometimes discontinued at an 
even earlier date. 


Continuous contracts 


A farmer has to apply for insurance only the first year. All contracts used are 
continuous contracts—they continue from year to year unless canceled by the 
insured or by the Corporation. Cancellation for a subsequent year must be 
made before a cancellation date named in the insurance contract. This cancel- 
lation date is at least 1 month, and usually more than that, in advance of the 
closing date for taking new applications. An insured who cancels his contract 
may renew his insurance up to the cancellation date but he does not have an 
opportunity to renew it up to the closing date. In most cases there are changes 
from year to year in the insurance contract and the insured must be notified of 
these by at least 15 days before the cancellation date. This gives him an op- 
portunity to cancel if he does not like the changes in the insurance. 

There are some cancellations by farmers every year and some by the Corpora- 
tion. Most cancellations by the Corporation result from three causes which are 
(1) the insured is an occasional rather than a regular producer of the crop, (2) poor 
insurance risk often evidenced by frequent losses, and (3) failure to pay the pre- 
mium note. In fact, failure to pay debts owed brings about automatic termination 
of the contract if the debt is not paid in full by a specified date. 

The use of the continuous contract makes it unnecessary to sell all of the 
insurance every year. From the Corporation’s point of view it is the most 
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economical method and in addition adds stability to the volume of business 
because each year there is a backlog of carryover business. For the farmer it 
avoids the need of applying for insurance each year and the care needed that this 
matter is not overlooked. It encourages the practice of carrying insurance every 
year which is the only way to be sure that you are protected when the Joss does 
occur. These benefits are accomplished by the continuous contract, yet the 
farmer and the Corporation are committed for only 1 year at a time. 


Acreage reports 


One of the most vital requirements of the insurance contract is the requirement 
that the insured file an acreage report promptly after completion of planting, 
showing the location and amount of acreage and his share in the crop. This 
report is the basis for the premium charged and the amount of insurance. The 
collection of al. of these reports, made promptly and accurately, is a big feature of 
the crop-insurance work. The available time for this work is short; many crops 
have a growing season of 90 to 100 days. To have an unbiased report, the report 
should be made before the condition and prospects of the crop become known; 
otherwise, the prospect for the crop may influence the reporting. The human 
tendency to delay in making this report and the tendency to err in its preparation 
create many problems. 

Persons who fail to report their acreage and interest (or who underreport it) 
until the crop is damaged cannot be given the opportunity to rectify the failure or 
error at that time. To permit this would allow persons to decide on the amount 
of the insurance after loss became apparent or probable. The contracts provide 
that if the report has not been made within a specified time, the acreage can be 
excluded from the insurance by the Corporation and this practice is followed if 
the crop is damaged. Also, if the acreage or share in the crop is underreported, 
and this fact is not disclosed or the error discovered before the crop is damaged, 
the insurance will not be increased. Then if there finally is a loss, the insured is 
paid an indemnity on a proportional basis, depending on the part that he reported. 

Where an insured or applicant desires or is required to pay his premium before 
he has planted, he submits a report of the acreage he intends to plant to be used 
as a basis for his premium. He is given the opportunity for a short time after 
planting to revise these figures. This method of submitting acreage reports is 
also sometimes used under other circumstances where the prompt filing of the 
report is necessary before actual planting figures are available. 


Replanting 


Part or all of the acreage of the crop may have to be planted more than once, 
as sometimes the first planting does not produce a “stand.’”’ The farmer is 
expected to replant his crop while it is practical to do so and if he does not, the 
acreage will not be considered as insured. 

Insurance period 


If there is an insurance contract, the insurance takes effect upon the planting of 
the crop and continues in effect until the crop is harvested, or removed from the 
field unless this is later than a specified date which is after the usual harvesttime. 
Assignment to creditors 

All Federal crop-insurance contracts contain a provision whereby the insured 
may make an assignment to a creditor. In such circumstances if a loss occurs 
the indemnity for the loss is generally paid by joint check to the farmer and the 
creditor who has the assignment, This provision of the insurance contract has 
helped farmers to improve their credit. It is widely used in some areas while 
little used in others, In fact, in some areas it has probably been the motivation 
for many farmers taking crop insurance. Creditors who are given assignments 
may be landlords, bankers, machinery merchants, ete. 

Fixed price 

Most of the types of insurance used by the Corporation provide that the 
insurance for each year shall be based on a predetermined fixed price that year 
for the commodity. This means that the premium, if stated in physical units, 
will be converted to dollars on the basis of this price and that any indemnity, 
computed first in physical units, will be based on this price. As pointed out in 
the illustration in the introduction, certain types of contracts provide slightly 
different mechanics. If the amount of the coverage is in dollars, the fixed price 
is used as a basis for valuing production. In determining this fixed price, the 
objective is to get as close as possible to the market price for the season when 
the insured crop is sold. Yet this price has to be fixed considerably in advance of 
planting time. In many years the legislative basis for support prices on certain 
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commodities has been known at the time and this has been a help in fixing a price 
for the year for insurance purposes. As of the present time, the fixed-price 
method is used in all except tobacco insurance and citrus insurance, which are 
described later. 


Quality protection 


The insured may suffer a loss in quality as well as a loss in quantity. A loss 
in quality will generally be reflected in the price at which the product can be 
sold on the market. There are a number of methods in the different insurance 
contracts by which this type of loss is reflected in computing the combined loss 
of quantity and quality. Essentially, these methods are to value the damaged 
production at a lower value than other production. In the case of corn insurance 
the fixed price is used to value any of the corn produced that meets or can be 
made to meet the quality requirements for a Commodity Credit loan but any 
lower quality corn is valued at the highest price obtainable. For example, if 
the fixed price of corn is $1.50 but a farmer’s frozen corn is worth only 50 cents 
a bushel, then the corn would be valued at 50 cents instead of $1.50. It would 
take 3 bushels of this type of corn to equal 1 bushel of the corn that would be 
valued at $1.50. If the frozen corn is valued at 50 cents a bushel, the value of 
his total production would be much lower than if his corn were all good quality 
and of course his indemnity would be higher. In the case of some bean insurance 
the fixed price for valuing production is not one price but a schedule of fixed 
prices for the different grades. Thus lower quality production is valued lower. 

There are variations from these methods for wheat, cotton, and tobacco.' It 
should be noted that losses of quantity and quality are not settled separately 
but are woven together so that production of a high yield will tend to offset 
loss from poor quality. Loss in quality may hurt the farmer as much as loss in 
quantity of production and its inclusion in the insurance protection is important. 
Quality protection was not given in the early years of Federal crop insurance; 
it has been added only as workable methods have been developed. There are a 
few commodities in the multiple-crop insurance for which no quality protection 
has as yet been provided. 


The insurance unit 


The area of land taken into consideration in determining a loss is an important 
factor. Farmers will have in most years some areas of poor production and 
some of good production. Looked at from the point of view of that part of the 
acreage with poor production there may appear to be a loss while overall there 
might be little or no loss, the good production in some areas tending to offset 
the poor production in others. This balancing of good and poor production is 
more likely to occur on large acreages, and particularly widely separated tracts, 
where variations in soil, weather, and timing of operations may cause differing 
crop results. 

Since the area taken into consideration in determining a loss is so important with 
respect to the amount of loss (or even the existence of any loss) this area has to 
be defined in the insurance contract and is known as the insurance unit. While 
there is some variation in the different kinds of Federal crop-insurance contracts 
the most common basis is as follows: (1) All the acreage in the county in which 
an insured has 100-percent interest in the insured crop is 1 insurance unit. (2) All 
acreage in the county owned by the insured and rented to one share tenant is an 
insurance unit. (3) All acreage in the county owned by one person and operated 
by the insured as a share tenant is an insurance unit. (4) In the case of cotton 
insurance, a sharecropper’s acreage is a separate unit, as far as his insurance protec- 
tion is concerned. 

Because the area of the insurance unit is so important it has been a subject of 
much controversy since the beginning of the insurance. In the early years of 
Federal crop insurance, the farm was generally the insurance unit. Acreage that 
constitutes a farm is often very difficult to determine. Farmers often have tracts 
of land that are separated and these may have been separate farms in the past 
but with modern movable machinery, these tracts may be operated as one unit. 
To attempt to break them down for insurance purposes, as was done in the early 
years of the insurance, tends to move in the direction of field insurance. 

It may seem inconsistent with this combining of countywide operations into 
one unit to make separate units on the basis of sharing the crop with different 
people. Probably the most important reason for this is to provide both the land- 
lord and the tenant with the same basis for determining loss. An illustration 
may help to explain this: Suppose that A owns and operates a farm and also 


1 See later subsection on tobacco insurance. 
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rents some additional land from B. B’s only land is the land rented to A. If 
both A and B were insured and there was a loss on the rented tract, A and B under 
the present system would receive similar indemnities varying only with their 
percentage share in the crop. However, if all of the land farmed by A was one 
unit, it is conceivable that good production on his own land would offset the loss 
on the rented land so there would be no indemnity paid to him but there would 
be an indemnity paid to B. In that case, A probably would be a dissatisfied 
insured. 

The present definitions of an insurance unit are certainly not entirely satis- 
factory. Still, at the present time they seem to be the best compromise basis to 
meet the various objectives. 


ADJUSTMENT OF LOSSES 


The adjustment of losses is extremely important. Properly carried out, it can 
contribute to a workable system of insurance. Improperly carried out, it alone 
can bring about failure for the system. 

The adjuster’s duties are many and his methods are varied. Early in the season 
he has to inspect damage and often decide whether or not to release the acreage. 
He makes some inspections throughout the season. After harvest he has to ad- 
just the losses. In doing so he must determine that the loss occurred from a cause 
insured against and not for some other reason such as poor farming practices. 
He has to determine the acreage often requiring measurement. He has to inspect 
the acreage to see that it was harvested properly and to see if there is any evidence 
of lack of care. He may want to compare the results from the insured farm with 
those of adjacent farms and he may want to make other inquiries. He has to 
appraise any production left in the field or unharvested. He has to determine the 
production that was harvested. 

In determining production the real problem is to find all of it since failure to 
account for all of it means overpayment for the loss. The adjuster usually meas- 
ures the harvested production stored on the farm and gets records of sales. But 
this alone is not enough. Some of the production may have been fed to livestock 
before he arrived. Sometimes part of it may have been sold to an undisclosed 
buyer or delivered to a different place. Occasionally the farmer fails to report it 
all unintentionally; there are occasions where the farmer does not report it all 
intentionally. It is the adjuster’s job to be certain that nothing is overlooked and 
to satisfy himself that he has found the total production. 

The adjuster’s work requires much skill and judgment. Adjusters are farmers 
or persons who have been farmers. This is the basic knowledge. When first hired 
they are given training in the crop insurance and methods of adjusting. Some- 
times an adjuster serves only 1 county but it is also common practice to use them 
over a territory larger than 1 county. Their work is supervised and spot checked. 
Only by experience does an employee become a good adjuster. The Corporation 
has many adjusters who have performed this work for years. As ability is devel- 
oped, they are usually given greater responsibilities, such as training and supervis- 
ing new adjusters, handling especially difficult cases, making investigations, 
working over wider territory in their own State and sometimes temporarily in 
other States, 


THE PREMIUM 


In submitting an application for insurance, the farmer signs a note agreeing to 
pay the premium each year. In certain instances, payment on an estimated basis 
is required or perhaps & cosigner may be required on the note. After the acreage 
report is submitted, the premium for the contract is computed and the insured 
is billed for the amount. 

The premium rate is based on land characteristics and is applicable by areas 
but a farmer’s ability and farming habits also have an effect on the chances for 
loss. To reflect this in the premium cost to the farmer, a discount is given for 
good experience. Two methods are used. One provides that if a farmer has 
had insurance for 7 consecutive years without a loss that he will have a 25-percent 
reduction in premium. Associated with this is an alternative provision in some 
types of insurance which provides that when the premiums paid by a farmer on 
crops insured continuously year after year exceed indemnities paid to him by 
an amount as large as the full coverage on the crop, he will have a reduction of 
25 percent in the premium. (In the case of wheat, it is 50 percent.) This 
provision is an alternative to the one described above for 7 years without a loss; 
both are not given together. 

In some of the insurance a discount is given for large acreage in an insurance 
unit. This is to recognize in some measure the greater diversification of risk 
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that tends to exist on large acreages due to greater variations in topography and 
soils and to different weather at different locations. Many of the larger acreages 
insured are often in separate tracts and this increases the diversification of risk. 

Numerous things are done to effect the collection of premiums. Farmers are 
billed for the premium as promptly as possible. The billing represents a dis- 
counted premium and any premium not paid by the discount date (near the end 
of the season) is increased by 10 percent. The premium can often be deducted 
from payments made to farmers for commodity loans or conservation payments. 
If a farmer doesn’t pay for his insurance he is unable to get insurance in subsequent 
years. Interest is charged on unpaid balances. When other methods fail a 
farmer may be sued for the premium. The proportion of premiums that finally 
fail to be collected is small. 

How much premium does a farmer pay? The average for the country in 1952 
was $75.65. But there is a wide variation between farmers and even between 
areas. Generally in the eastern part of the country where the farms are smaller 
and risks are lower, the premiums are smaller than in the West. The average 
tobacco insurance premium for Tennessee was $13.39 in 1952 whereas the average 
wheat premium in Montana was $544.71; these figures are near the extremes rather 
than representative of the eastern and western parts of the country. There is a 
minimum premium charge which is $10 on some crops and $5 on others. 


DEVIATIONS FOR MULTIPLE CROP, TOBACCO, AND CITRUS INSURANCE 
Multiple-crop insurance 

The multiple-crop insurance is a type in which insurance protection is offered 
on a group of crops rather than a single crop. In each county where this insur- 
ance is offered, certain specified crops are insured. An insured is covered on any 
of these that he plants in the county. His coverage for all these crops is com- 
bined and if the value of the production (based upon fixed prices) of all these 
crops combined is less than the combined coverage an indemnity is due. This 
then combines the risk on a number of crops, such for example as wheat, corn, 
soybeans, oats, and potatoes. Since these crops are in part subject to different 
risks, and good production of one will offset poor production of another, the loss 
on the combined crops usually is less than the sum of the losses on separate crops. 
For this reduction in risk carried by the insurance the farmer receives a reduction 
in his premium for diversification of risk. The object is to provide more complete 
insurance for the farm operations as a whole. 

There has been substantial demand for an option whereby losses would be 
determined and settled separately on each crop. This is being tried in two 
counties on the 1954 crops and will be tried in a number of counties on 1955 crops. 
The premium cost to the farmer for this type of insurance will be much higher 
than for the regular multiple-crop insurance because the reduction of premium 
for diversification of risk as described in the preceding paragraph will not apply. 

Many different kinds of crops are insured somewhere under multiple-crop 
insurance. In 1954 there were 38 different crops insured although some of them 
were insured only in 1 county. The names of the various crops being insured 
are shown below: 


Grains: Oil: 
Barley Flax 
Corn _ Soybeans 
Grain sorghum Seeds: 
Oats Alsike clover 
Rice Crimson clover 
Rye Lespedeza 
Wheat Red clover 
Foods: Ryegrass 
Beans (dry edible) Vetch 
Cabbage Hay: 
Corn, sweet Alfalfa 
Eggplant Clover 
Onions (dry) Lespedeza 


Peas (canning) 
Peppers 
Potatoes, Irish 
Snap beans 
Sugarcane 
Sugar beets 
Sweet potatoes 
Tomatoes 


Red clover 
Tame hay 
Vetch 
Other: 
Cotton 
Tobacco 
Corn enilsage 
Sorghum ensilage 
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V'obocco insurance 


Quality is an extremely important factor in the production of tobacco. The 
loss from poor quality may be far more important than the loss in quantity, 
although both types of losses are often found together. 

In the insurance of most other crops, production is valued at a fixed price except 
in the unusual case where some factor has materially damaged the quality. The 
tobacco crop off any acreage normally consists of tobacco of varying quality with 
a wide range in value. Most tobacco is sold in an auction market where bids are 
made on each basket. The price at which the tobacco is sold reflects in large 
measure its quality. Some baskets may sell at 10 times as much per pound as 
others. Under these circumstances a single fixed price per pound would not be 
very satisfactory for insurance purposes. So in tobacco insurance the production 
is valued at the price it is sold (with minor exceptions). Thus if the general 
quality of a farmer’s crop is unusually low—perhaps an unusually large proportion 
of low grades—this poor quality will be reflected in the price at which it is sold and 
consequently in the indemnity. 

While the price at which tobacco is sold is related quite closely to the quality, 
it also is affected by the level of the general market price for tobacco of that type. 
To exclude payment of indemnity for decline in general market values—not 
quality factors—several methods are used. Under one method the coverage is 
established at the bezinning of the growing season only in pounds; it is converted 
to a monetary coverage after the marketing season is over on the basis of an 
average market price for that type of tobacco. This may be an approximate 
figure determined before the markets are closed. Thus if a farmer’s coverage 
were 1,000 pounds the coverage in dollars at an average market price of 40 cents 
would be $400. If he produced 1,000 pounds and sold it in the auction market 
for $300 his loss under insurance would be $100. This loss was due to the fact 
that his tobacco sold for 10 cents a pound under the market average for that type of 
tobacco and was probably due to poor quality although certain other factors may 
be involved. Had he produced less than 1,000 pounds and sold it at an average 
price of 20 cents his indemnity would have been larger and due partly also to loss 
in quantity. 

The plan described in the preceding paragraph was the first one used in tobacco 
insurance. Later to meet the desire for a coverage fixed in dollars at the beginning 
of the season a different plan was used in some counties. The coverage was set in 
dollars at the beginning of the season but was low so as to minimize any price risk. 
This was originally named “investment insurance.” A more recent modification 
has been to provide a higher level of such insurance (expressed in dollars at the 
beginning of the season) but with a provision that if the average market price 
should turn out to be lower than a price considered in setting the coverage that a 
somewhat parallel reduction would be made in the amount of coverage. 

Since tobacco losses cannot be determined until after the insured tobacco is sold 
and after the general average market price can be determined, it is obvious that 
adjustment of losses cannot be performed immediately after harvest as for other 
crops. In fact the production process for tobacco does not end upon harvest. 
The green tobacco plants or leaves are hung in the barn and are cured by air or by 
the application of heat. Insurance on other crops terminates upon removal from 
the field, but insurance on tobacco continues while in the barn. 

There are some other differences between the tobacco insurance and insurance 
for other crops, but the above are the major differences. 

Citrus insurance 

Citrus insurance is « relatively new experiment now in its third vear and is 
confined to two counties in Florida. This is the Corporation’s only insurance of 
tree crops. Insurance of tree crops presents some different problems than insur- 
unce of field crops. Several features made it undesirable to attempt to insure 
citrus under the usual plan for field crops. In the first place, the potential pro- 
duction of the citrus tree varies with its age and this would create a problem in 
establishing coverages related to the productivity. At present in field crops the 
coverage is established by areas and such would be impossible with citrus because 
of the varying age of the trees. Another difficulty is the fact that the productivity 
of the trees varices not only with the care given to them during the current year, 
but with the care given to them during preceding years and even as a result of 
damage from weather in previous years, 

Since the citrus people involved were primarily interested in protection against 
hurricane and freeze, it seemed desirable to limit this insurance to a few specific 
risks. These include hurricane, freeze, and hail, the hail being a relatively minor 
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risk. Loss is determined on the basis of the percentage of damage to the crop. 
This is possible because the citrus fruit is in existence on the tree before these 
hazards occur. The hurricane season, for instance, begins in late July or August. 
It is then possible to tell what percentage of the fruit are blown off the trees. 
This situation is quite different than insuring a wheat crop against drought where 
the wheat may never make a “‘stand.’”’ Under such circumstances it is not possible 
to use the percentage of damage method. 

Since citrus insurance covers only three specific risks and there are years when 
none of these risks materialize into damage, it is to be expected that there will be 
years with no losses at all and probably other vears with serious losses. While 
this is occasionally the case with field crops under the general ‘‘all risk’’ policy, 
it is the exception rather than the rule. Thus in citrus insurance, even more than 
in all-risk insurance for field crops, the insurance function is primarily the distribut- 
ing of losses over a period of years. 


HISTORY OF FEDERAL CROP INSURANCE 


The Federal Crop Insurance Act was enacted in 1938. This action followed a 
long period of frequent and severe droughts in the 1930’s. There was no private 
insurance available on crops except against hail damage and in some areas fire 
damage. The original act provided only for the insurance of wheat. Wheat 
insurance was started on the 1939 crop and was in operation for 3 years when 
cotton insurance was added. Losses in the early years were heavy, with losses 
exceeding premiums on both wheat and cotton in each of the first 5 years, 1939-43. 
Heavy wheat losses, for example, occurred due to droughts in the southern half 
of the Plains States in 1939 and 1940 and to widespread winterkill in 1941. How- 
ever, part of the excessive loss can definitely be attributed to the fact that there 
were defects in the insurance and it took some years before these could be 
corrected. 

Some of the early features o the insurance which have been changed since 
then as a result of experience are given below. Some of the changes were primarily 
to improve the soundness of the insurance; others were primarily for simplifying 
and improving the operations. The farmer had the option of insuring either 75 
or 50 percent of the longtime average yield on his farm. Most of the insurance 
was written for 75 percent. Since 1948 the insurance has also been restricted 
generally to the investment in the crop in the area and this has brought about 
more conservative amounts of insurance per acre. Furthermore, during the early 
years an insured was paid losses on the basis of this coverage of 75 or 50 percent 
of the average yield even though his crop failed early in the season. Today the 
amount of protection is progressive as the crop advances during the season. In 
the early years not only the coverages but the premium rates were established on 
individual farm rating. This proved cumbersome and unsatisfactory for various 
reasons. The area method described earlier replaced this method. Closing dates 
for applying for insurance were not generally as far in advance of the planting 
season as they have been in recent years. Insurance contracts during the earliest 
years were annual contracts necessitating writing all the insurance every year 
There was no minimum participation requirement for a county in the earliest 
years and in many counties there were only a few contracts. Insurance was sold 
in a great many counties even though there was little wheat or cotton produced 
there. In recent years counties selected for insurance purposes have been counties 
where the crop insured provides a substantial part of the farm income. During 
the early years of the insurance there was less centralized control of the adjust- 
ment of losses than there has been in recent years. Prior to 1945, loss adjustment 
was the responsibility of the local committee; since that time, loss adjusters 
directly responsible to the Corporation have performed this important function. 

The original concept was one of insurance ‘‘in kind” to avoid price risks. <A 
few premiums were paid in wheat and, during the first year, warehouse receipts 
for wheat were given for indemnities. As time progressed this grew into a system 
whereby the farmer paid his premium in cash at current values and the Corpora- 
tion bought wheat or cotton with the funds. Indemnities paid farmers were in 
cash at the current value of the wheat or cotton due him and wheat or cotton in 
the reserves was sold to provide the funds. The buying and selling of wheat and 
cotton became essentially a hedging operation to protect the Corporation against 
price changes between the time of establishing the price basis for premiums and 
the time of establishing the price basis for indemnities. The period when this 
method was used was a war and early postwar period with generally rising prices 
between premium and indemnity times. At the end of this section there is a 
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table of experience which has a column showing a substantial net profit from 
purchase and sale of commodities. This should not be considered a source of 
income independent of the insurance operations but rather as an offset to the in- 
demnities which are higher than they would have been had prices not been rising. 
Under the present method of using a fixed price each year for both premiums and 
indemnities, the hedging operations are no longer used. 

As a result of the heavy losses in the first 4 years the appropriation in the summer 
of 1943 provided sufficient funds only for liquidation. There was no insurance 
on 1944 crops nor on the 1945 winter wheat crop planted in the fall of 1944. 

By action of new legislation near the end of 1944, the crop-insurance program 
was revived and flax was added as an insurable crop. This legislation also pro- 
vided for experimental insurance on other commodities in not more than 20 coun- 
ties for each. The legislation was passed in time to insure spring-planted crops 
for 1945. These covered spring wheat, cotton, and flax. In addition, small ex- 
periments were started on corn and tobacco. With the revival of insurance in 
1945 a number of changes were made that helped to improve the insurance. 
These included the adoption of a coverage that was progressive during the season 
and adjustment of losses by direct representatives of the Corporation. 

As a result of the new legislation and other changes made in the insurance and 
its operation the financial experience improved greatly on wheat and the experience 
on flax, tobacco, and corn was quite satisfactory. However, large losses occurred 
on cotton insurance in 1945 and 1946, primarily as a result of droughts in the 
Southwest. By the end of 1946, over three-fourths of the original capital of 
$100 million had been lost. However, a profit of about $8,500,000 was made in 
1947 recovering part of these losses, but not before the Congress had reviewed 
the operations in the light of the 1945 and 1946 experience and had decided to 
reduce the program to more of an experimental basis. Insurance was authorized 
in only a limited number of counties. There were 200 wheat counties and 56 
cotton counties and a smaller number of counties for the other crops. Provision 
was made that insurance should not exceed generally the investment in the crop 
in the area. While the number of counties was restricted, the Congress indicated 
that this experimental period should be used to develop insurance for other types 
of crops so that when the insurance was offered again in some of these counties, 
it could be offered not necessarily on wheat or cotton but on the crops that pro- 
vided the major source of income for the farmers there. Since then insurance 
has been started on beans and citrus fruits and with the multiple crop insurance 
started in 1948, insurance has been applied to many different crops. 

This limited and experimental approach went into effect beginning with the 
1948 crop. There were 375 county programs whereas in 1947 there had been 
over 2,400 such programs. Consequently, a new period in the history of the 
Corporation was begun at that time and present published reports do not carry the 
record back beyond 1948. The table following shows the financial experience 
before and after 1948. 

The insurance experience since 1948 has been more satisfactory. Insurance 
operations since that time might be considered as more intensive rather than 
extensive operations. Congress on several occasions has reviewed the program 
and has authorized gradual expansion of the number of counties where insurance 
is offered. 

When the legislation was amended in 1947 the Corporation was authorized to 
reinsure private companies with respect to similar insurance. Since private 
insurance companies were not writing this kind of insurance, operation of this 
provision depended upon the entrance of private companies into this field. While 
there has been some consideration of this by a few companies and some discussions 
of reinsurance there has been no operation under this provision. 
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Summary of insurance operations for crop years 1939-53, as of June 30, 1954 








| 
| | Profit orloss | _ : 
Premiums Indemnities | fromsaleof | va 
| | commodities Cones 
— ea —— ————E 
Crop years 1939-47: | 
| AR ee $78, 617,126.10 | $98, 652, 635. 42 | $12, 645, 371. 22 | —$7, 390, 138. 10 
ES ee cn ~ 46, 685, 456.91 | 111, 568, 288. 09 — 573, 664. 33 —65, 456, 495. 51 
| SRS Tas eee 6, 162, 184. 01 | 4, 725, 305. 60 110, 500. 00 | 1, 547, 378. 41 
A ed el ied eae 1, 193, 646. 47 | 1, 896, 626.08 |__.___- AST —702, 979. 61 
IN 255. wn ivearcn tcmecenn 2, 178, 064. 60 1, 563, 416. 45 | 


Total, 1939-47 


Crop years 1948-53: 





134, 836, 478. 09 | 


= | __—__——— '-— 


12, 182, 206. 


218, 406, 271. 64 


614, 648.15 


89 —71, 387, 586. 66 
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3 ES eer eens 63, 915, 648. 23 62, 818, 826. 57 206, 043. 75 1, 302, 865. 41 
co” "eS ee 11, 928, 331. 03 } 14, 445, 971. 21 —2, 517, 640. 18 
PR ei ARR eae 4, 714, 886. 74 2, 962, 753. 61 1, 752, 133. 13 
RE fe cc ate 5, 839, 697.95 | 4, 264, 008. 15 1, 575, 689. 80 
INE Since cons nn ecdne 8, 004, 247. 38 | 7, 504, 168.13 | 500, 079. 25 
OE SE ae 848, 337.91 | 1, 108, 750.05 | — 260, 412.14 
a ae ian ae a Rl Ae 10, 254, 068. 56 14, 986, 170.95 |__ : —4, 732, 102. 39 
ESS eae BR 200, 292. 97 2, 417. 55 | 197, 875. 42 

Total, 1948-53_.....__.. 105, 705, 510. 77 108, 093, 066. 22 | 206, 043.75 | —2, 181, 511. 70 








CAUSES OF LOSS 


Most Federal crop insurance covers essentially all natural hazards. The 
following table shows the causes of the losses for which indemnities have been 
paid. Every time a loss is adjusted the adjuster estimates the percentage of the 
damage due to various causes and the following table is a compilation of that 
information. For wheat, which was started in the early years, the tabulation 
shows a longtime picture. For most commodities, the period covered is only 
1945 to 1952 and for beans it is 1948-52. The longer the period the less is the 
chance of the data being unduly influenced by severe losses of some type on one 
particular year. 

Causes of loss } 











[Percent] 

Cause Wheat Cotton | Corn Tobaceco| Flax | Beans 

s 1939-52 1942-52 1945-52 1945-52 1945-52 1948-52 

| ea i a” Sa “ae ae i 
ae Sede eas Se ate ie 45 | 25 15 29 | 28 | 34 
ee a ee | 5 | 27 | 36 | 18 | 35 15 
I CN RON is 5 nik Kotinccncsiwiwades lavaetarince  aieaaimes 25 | 6 | 9 | 7 
. Re aaa Sa ii ieee aE To Se aS aa EERSTE See Tere 
wan ..-- ste SE At SE AAS CARD 12 | 5 | 5 | 17 | 9 | 34 
Os SS ee est 9 | Deere Se aeeee oa } nen 
PE REE ee eee ee Pd pra0t 8 SS cnthadone aSSer i ee | 3 
Rian Sik enninanheaveaniciespenaetenas == | 3 | “aera Sy eee 
eee ey ae See (ieener eae: a arte 
Miscellaneous.-...-----.---- eee Le eee 14 | 12 | 6 12 11 | 7 





1 The fact there is no percentage shown for some causes does not mean no loss due to that cause but it is 
small and grouped with the miscellaneous causes. 


SOME GENERAL ASPECTS 


Before completing this description, a few general comments might be helpful 
to cover certain gaps in the preceding description and possibly to clear up some 
wrong impressions which the reader might have obtained. 

Most of the crop insurance is not applied for by farmers coming into the office 
to ask for it. It is sold by salesmen. ‘There is an expression in the insurance 
world, “Insurance is sold—not bought.’ Perhaps this is because insurance is 
protection for the future, and for most of us the problems of the future are out- 
weighed by the problems of the present. When some situation arises such as a 
prolonged drought and shortage of soil moisture many farmers would, of their 
own accord, apply for insurance if it were available at the time. But under 
ordinary circumstances, most of the crop insurance has to be sold by actual 
solicitation of the business. 
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While there are approximately 400,000 farmers carrying Federal crop insurance, 
there are not an equal number of independent separate risks. The same catas- 
trophe that affects one farmer will often affect many. The drought that strikes 
the Southwest Plains area affects the wheat crop of many insured farmers. The 
heavy boll-weevil infestation that affects one cotton farmer will affect many 
farmers. It is true there are circumstances on individual farms that may cause 
losses and there are local weather factors such as showers that affect small areas 
but on the whole there are far fewer risks in number than the number of policy- 
holders. 

Because of the fact that crop insurance is subject to widespread crop catas- 
trophes, it is the very nature of the insurance that in some years the losses will 
be much heavier than in others. In some years there will be a deficit; in others, 
asurplus. This is shown by the table of loss ratios that follows. The loss ratio 
is the ratio of indemnities to premiums and indicates what part of the premium 
was needed to pay indemnities. In years with loss ratios below 100-some surplus 
is built up. In years with loss ratios over 100 there is a deficit. This is well 
illustrated by the corn experience as shown in the table. In 4 of the 6 years the 
losses took only one-fourth or less of the premiums. But in 1951 losses were 
very heavy. Over the 6-year period with an average loss ratio of .73 there was 
some surplus. 

Loss ratios, 1948-53 


Crop year 














Program ] | | — 
1948 | 1949 | 1950 1951 | 1952 | 1953 | 1948-53 
See Se ree ek Pa eee) ee om 7 
| | i 
Ne Soo eS te 58] 145| 81] 1.06 85] = 1.25 | 98 
RR Ae Tie aes. . 43 1. 97 2.80 | 82 | . 44 1. 04 | 1, 21 
ES SE eee . 06 | . 16 | . 93 | 1. 65 | 2.33 | .91 | 1. 46 
(| RE SEE . 43 . 66 61 | .49 | . 79 | 1.90 | . 94 
i ae eee .17 .16 | 1, 23 2.38 | . 25 on | .73 
___ Ral Teel Ss ae .51 | . 62 | 41 | . 49 | .79 | 95 . 63 
re Pan eee ee . 29 | . 64 | 1.81 | 3.14 | . 55 . 62 1.31 
a aaa Riots chieoigid inaibiemleiod Seaeee ca EEN Re ee 0 . 04 | 0 .01 
Be peeereies............----- Bake . 53 1.32 . 90 1.12 .97 1.15 | 1.02 
} 


Although the tendency to surpluses in some years and deficits in others is most 
pronounced on individual crops (programs), it should be noted that it also exists 
for all programs combined. This makes it very difficult to evaluate the success 
of crop insurance by the surplus or deficit from operations in any 1 year, or 
even in a short period of years. A deficit in a single year, instead of reflect- 
ing failure of the insurance from a financial viewpoint, may actually reflect the 
fact that it is functioning properly. 

One should not get the impression that the crop-insurance program is uniform 
throughout the country—an impression that could be gained from a brief descrip- 
tion such as has been given herein. The operations are marked by wide diversity, 
not only between different areas of the country but even between adjacent 
counties. There are counties where practically all farmers are insured, at least 
more than 90 percent of them. There are other counties where only 5 to 10 
percent of the farmers are insured. There are counties with less than 100 con- 
tracts and counties with more than 2,000 contracts. There are farmers who pay 
a premium of only $5 and others who pay thousands of dollars. There are areas 
where the risks are exceedingly low and there are areas where the risks are exceed- 
ingly high. There are areas where heavy deficits have been incurred over the 
years and also areas where large surpluses have been built up. Thus one should 
not form the impression from the description that has been given that Federal 
crop insurance is the same in all places. 

It should be kept in mind that the Federal crop-insurance program is one which 
is still experimental and developing. While there are more than one-third of a 
million farmers insured and the successful carrying out of this insurance is an 
important end in itself, the objective of developing a sound workable insurance 
for wider use in the future is of equally great importance. The various types of 
insurance differ with respect to the extent to which they are approaching this goal. 
Wheat insurance, for example, covers the majority of the heavy wheat producing 
counties. The premium volume for wheat represents more than half of the 
Corporation’s premiums and consequently, the total experience in the aggregate 
is greatly influenced by the wheat insurance experience. On the other hand, the 
multiple crop insurance is still very much experimental. 
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Also, one should not get the impression that progress toward these goals is 
accomplished steadily. ‘There is progress, and then sometimes there are set- 
backs. A lot of insurance may be sold in a county in some years and then for 
some reason or other, the volume of business may decline. Progress therefore 
must be looked at from the long time trend as there are temporary variations up 
and down, 

CONCLUSION 

The purpose of this writing has been to describe Federal crop insurance, to give 
the reader a clearer picture of what it is and how it operates. The problem of 
what to include and what to exclude has heen difficult because there are many 
aspects of the insurance and many factors which are of varying importance in 
the different parts of the country and for the different crops insured. Intended 
as a description, it intentionally contains little analysis or evaluation. 

Mr. Mutter. Now, as far as you know there is no intention on 
the part of the Administration to recommend an abandonment of the 
crop-insurance program? 

Mr. Frerts. Nothing that I have any knowledge of; no, sir. 

Mr. Mutter. I notice from the figures submitted—they may also 
be in the document you have be fore you—that the program did 
operate at a loss in 1953 and 1954. 

Mr. Frerrts. Yes, that is correct. 

Mr. Mutrer. I also observe that the cost of oper ation of the 
program each year runs about 25 percent of premiums? 

Mr. Frerrs. That is correct. 

Mr. Mutter. There is also one item there which accounts for 
about one-third—more than one-third—of the total cost of operation 
of the program, which is the contract ‘one and servicing expense, 
What is that, sir? 

Mr. Frerrs. That represents the cost of selling the insurance and 
servicing the contracts. That includes making the initial sale, 
obtaining an acreage report once the crop has been planted, and 
handling notices of loss if they occur. 

I should point out it does not, however, cover adjusting the loss. 
The losses are adjusted by a separate, highly trained group of people. 
But it also includes the collection of the premium. 

Mr. Mutrer. Are these men who sell the insurance and collect 
the premium paid on a commission basis or salary? 

Mr. Frerrs. They are paid on a commission basis. It operates 
almost the same as when insurance is sold by private concerns. 

Mr. Mutrer. Are those men in the nature of brokers who make it 
their business to sell insurance, and this is just one of the lines they 
carry, or do these men devote themselves solely to the business of the 
Federal agency? 

Mr. Frerts. Well, it is some of both. We appoint the agent, 
under a contractual arrangement between the agent and the corpo- 
ration. He may be an insurance man, representing private concerns, 
or he may spend all his time on our program. That varies widely 
depending on the volume of business we have in a county and the 
potential earnings of the agent. 

Mr. Mutter. How do the commissions paid compare to commis- 
sions paid by insurance companies to their brokers? 

Mr. Frerrs. They are lower, somewhat lower. 

Mr. Mutrer. Which are lower? 

Mr. Frerrs. The commissions which we pay are lower than those 
paid by private concerns. 
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Mr. Mutter. I notice that in one of the exhibits annexed to the 
study, the classifications of the items are premiums, premium surplus, 
indemnities. Do you draw a distinction between insurance and 
indemnity? 

Mr. Frerts. Well, indemnity constitutes paid losses, really. 


Mr. Mutter. Payment for losses which are covered by the 
insurance? 


Mr. Frerts. That is right. 

Mr. Mutter. Do you know any reason why we should distinguish, 
in these bills we have before us, between the terms “insurance” and 
“indemnity.”” Some of the bills refer to insurance, some to indemnity 
programs. Do you see any distinction between them? 

Mr. Frerrs. Yes, I do. An insurance program, I would think, 
would be referred to as a program that was expected to be self- 
sustaining. In other words, at the very minimum the premiums 
should cover the indemnities. 

Now, if you include an element of subsidy, then I think it would be 
more correct to refer to it as an indemnity program. 

Mr. Mutter. | notice that in this study there are several reasons 
given for cancellation of the insurance by the insuring agency or 
corporation. One of them is nonpayment of premiums, which, of 
course, is a very proper cause for cancellation. Another is that the 
insured is an occasional producer rather than a regular producer, and 
I can see the reason for that. 

The third cause, although I am not listing them in the same order 
in which you list them in the study, the third cause is poor insurance 
risk as evidenced by frequent losses. Will you explain that to us, 
please? 

Mr. Frerrs. That involves a poorer than average farmer. In 
other words, the risk is excessive, and under our program the premiums 
paid by all the farmers in the county go to pay losses occurring in 
that county. If the risk, through experience, appears to be excessive, 
we do declare those individuals uninsurable. 

Mr. Mutter. But you do not cancel out any insurance because 
farmers are located in an area which has been getting more frequent 
droughts, hurricanes, or other natural-cause losses? 

Mr. Frerrs. Normally, no, but there are exceptions. We have had 
one exception, as I pointed out a while ago. We have withdrawn 
insurance from a few counties in the highest risk areas of the Dust 
Bowl. 

Mr. Mutter. Those men cannot get any insurance even if they 
want it? 

Mr. Frerts. That is correct. In other words, it cannot be handled 
on an insurance basis. The risk is too high. 

Mr. Ratns. Have you ever been in the agricultural business your- 
self before you came with the Government? 

Mr. Frerts. Yes, sir. 

Mr. Rarins. Had you been a farmer? 

Mr. Frerts. I grew up on a farm. 

Mr. Rains. Did you ever farm in areas with river-bottom lands, 
such as areas in New England, North Carolina, on the rivers? 

Mr. Frerts. No, not in river bottoms. 

Mr. Rarns. Well, on the basis of these bills that we have before us, 
concerned as they are with floods, on not only farmlands but to all 





— 





ia baer tl 

















DISASTER INSURANCE 109 


property, and in the light of the success that has been attained in some 
areas in preventing floods, such as on rivers like the Tennessee, and 
others I could name, don’t you think the real way to solve the problem 
is to go to the root of it and build flood-control dams on these rivers? 

Mr. Frerts. That certainly would be a desirable approach. It is 
certainly a broad problem and obviously it would take some time to 
cover all areas. 

The CuHarrMan. I think down in the Ohio Valley that ought to be 
supplemented by flood-protective works around the cities. Because I 
don’t think the Army engineers could build enough reservoirs to pre- 
vent the flood of 1937. 

Mr. Ratns. When I say that I envision the necessary flood-control 
works, I don’t necessarily mean a big high dam. Flood control is also 
done by smaller dams up in the higher reaches of the rivers. 

The CuatrMan. That undoubtedly would have a desirable effect, 
and would reduce the intensity of the floods. 

Mr. Rarns. Yes. 

Now, when we get ready to write the bill, as we will have to, 
someday, and realizing that it will be the basis for a form on insurance 
contract, a recent experience of mine here in Washington with one of 
these hurricanes leads me to ask you this question: 

I live in an apartment building here in Washington. While I was 
in Alabama this year, hurricane Diane came through Washington. 
I live on the north side of it, and they say that Diane drove the water 
through the brick wall of this apartment where I live, and did about 
$1,600 worth of damage to my apartment, took all the plaster off the 
walls, and when I got hold of the insurance company they informed 
me that they insured only on hurricane damage and since this was done 
by water, and not by wind, that they would not pay. 

How are we going to ever be able to write a contract, if they split 
hairs in that way; to say whether the damage is done by rain or by 
wind or rain driven by wind? 

Mr. Frerts. I can say this: It is very difficult to cover all even- 
tualities. We have learned that through experience. We have 
incidents come up almost weekly. It is extremely difficult. We learn 
through experience, and we try to tighten up the contract and make it 
as clear and as specific as possible. But even though you do that over 
a period of years there will still be incidents occurring which you have 
not anticipated. 

Mr. Ratns. Do you mean you tighten up to keep from paying or 
liberalize it as to coverage? 

Mr. Fretts. To make it clear so that the farmers know exactly 
what protection they have. 

Mr. Ratns. Mr. O’Hara has gone, but he asked a question a while 
ago which interested me very much. 

I heard this morning that the damage in one of the cities in Califor- 
nia this morning was being caused by an obstruction in a big river 
running under the city. Would that be a flood within the purview of 
your idea, under this insurance, or was that caused by some manmade 
obstruction, so that there wouldn’t have been a flood if it had not been 
there? How are we going to write a bill to cover all those eventualties? 

Mr. Frerts. I am afraid I am not very well qualified to answer that 
question. We don’t ordinarily have that problem of differentiating 








110 DISASTER INSURANCE 


between the various risks. Where the risk is avoidable, we exclude 
it, but that is the exceptional case rather than the normal. 

Mr. Rarns. In other words, if a man on a farm built a lake, which 
a great many farmers do, and in building that lake heavy rains flooded 
his lake bigger than expected, and flooded his crops, you could avoid 
liability under your insurance couldn’t you, because it was manmade 
and avoidable? 

Mr. Frerrs. That would have to be decided on the merits of the 
case, Mr. Congressman. I couldn’t give you a definite answer, 
because it would depend on the circumstances. 

If it was a flood attributable to natural causes we certainly would 
pay the loss. 

Mr. Rarns. That is all. 

Mr. McDonovuau. Mr. Chairman. 

The CHatrman. Mr. McDonough. 

Mr. McDonoveu. Does your premium on crop insurance vary 
according to the various counties, the different counties, in which 
you write policies? 

Mr. Frerrs. Yes, by counties and by areas within a county. 

Mr. McDonovuau. What are the factors that cause the variation? 

Mr. Frerrs. There is really only one, and that is the risk. We try 
to measure the risk as best we can. 

Mr. McDonoven. Is it weather conditions in that area, the 
presence of a large body of water that might cause a flood, or something 
of that sort? 

Mr. Frerrs. The various hazards to which the growing crop may 
be subjected. 

Mr. McDonovucnu. Then do your premiums vary as flood-control 
works are installed to prevent hazards? 

Mr. Frerrts. Yes, if the risk is reduced our premiums would reflect 
that reduction. 

Mr. McDonovau. In other words, an area that has no flood pro- 
tection at the time you write the policy, and where eventually flood 
protection is provided, the premiums in that area are reduced? 

Mr. Frerrs. That is rigbt. I might also answer that this way, 
Mr. Congressman: In areas where the crop is not exposed to any 
flood risk, there is nothing included in the rate or flood damage. 

Mr. McDonoveu. I didn’t hear you, J am sorry. 

Mr. Frerrs. In areas where the growing crop is exposed to no 
flood risk, we do not include anything in the rate for flood damage. 

Mr. McDonovenr. What is the total of your capital assets? 

Mr. Frerrs. Our authorized capital is $100 million. Twenty-seven 
million dollars of that has been subscribed and paid for by the Secretary 
of the Treasury. 

Mr. McDonovenr. Do you carry that as an item in your agricultural 
department budget each vear? 

Mr. Fretrs. Our administrative expenses are included annually in 
the departmental budget. 

Mr. McDonovuen. The expenses for the administration is included 
in the hundred million dollars? 

Mr. Frerrs. No, sir; the hundred million dollars is authorized 
capital of the Corporation, and that is appropriated separately from 
appropriations for administrative expenses. And, as I indicated, the 
Secretary of the Treasury has subscribed and paid for $27 million 
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of the hundred million dollars authorized. Our administrative 
expenses are provided by annual appropriation separate and apart 
from that. 

Mr. McDonoveu. Well, does the $27 million represent the total 
amount of liability you have written in the form of policies? 

Mr. Frerts. No, our total coverage for the 1955 crop year was 
approximately $310 million. 

Mr. McDonoveu. What did you pay out for that year? 

Mr. Frerrs. For the 1955 crop year we paid $25,878,000. It is not 
all paid as yet, but is substantially all paid. 

The CuarrmMan. How do you pay your claims? 

Mr. Frerrs. By check on the Treasury of the United States. 

The CuairmMan. How long does a farmer have to wait before he 
receives a check? [ 

Mr. Frerrs. It will vary some, by crops, and the contracts that 
apply to the crops. Normally, I would say from the time the insured 
submits his notice of loss until the time he receives his check would 
be approximately 3 to 4 weeks. 

We do have, particularly in tobacco, some crops where the coverage 
is conditional upon the price received for the crop. It is what we 
refer to as conditional coverage. If the price of the crop is below a 
price that previously was fixed in the contract we will reduce the cover- 
age by 5 percent for each 5-percent reduction in the price below the 
predicted price. Under that type of contract we cannot pay the claim 
until the majority of the crop is sold, and the average price for the 
erop is determined. But it is set up that way, and the insureds 
understand it that way. 

Mr. McDonoveu. Do you insure against pest destruction? 

Mr. Frets. Yes, sir. 

Mr. McDonovau. But the total capital assets of the Crop Insur- 
ance Corporation are carried as an item in the Agricultural Depart- 
ment budget every year? 

Mr. Frerts. Our administrative expenses, Mr. Congressman, are 
appropriated annually. 

To the extent that capital funds are required, a request for an 
appropriation may be included in the budget. 

Mr. McDonoveu. Then if you have a year with a heavy loss you 
make a request for an appropriation to meet those losses? 

Mr. Frerrs. That occurred when we were on a national basis back 
in 1946 or 1947. We did have substantial losses at that time, and it 
was necessary to request an additional appropriation for capital funds 
to cover our losses. 

When we were placed on an experimental basis, beginning with the 
1948 crop year, we had $27 million subscribed by the Secretary of the 
Treasury, and no further requests for capital funds have been made. 

Mr. McDonoveu. In writing this legislation that we have before 
us at the present time, to cover disaster insurance, hurricanes, floods, 
and other types of disaster, do you think it necessary to include the 
destruction of agricultural crops or are you taking care of that suffi- 
ciently so that we wouldn’t have to include that in this bill? 

Mr. Frerts. I would think it would be undesirable to include that. 
It would seem to me if protection were to be provided, it would be 
most logical for us to provide it. But as I pointed out a while ago we 
do not provide insurance in all counties at the present time. We are 
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adding counties each year as we obtain more experience, and we have 
been doing that progressively since 1948. 

The CuarrMaANn. If we are going to have general insurance it will 
have to be included in the bill; will it not? 

Mr. Frerrs. Our insurance is available, Mr. Chairman, in the 
counties where we offer a program. 

The CuarrMan. But that would be a rather poor answer to give 
to some man who sees his crops swept away, and to tell him “Well, 
you don’t get any protection here.” ‘We are trying to protect the 
other people, but you didn’t insure.” 

Mr. Frerrs. Well, if he wouldn’t take insurance under our program 
it is highly possible he might not take it under another program. 

Mr. Mutrer. Or he might have it under both programs. 

Mr. Frerts. I don’t think that would be desirable. 

Mr. McDonoveu. Is there any private insurance company insur- 
ing crops? 

Mr. Frerrs. There is a plan for a group of private companies to 
start a small experiment beginning in the 1956 crop year. As I under- 
stand it, they are proceeding with that plan. 

Mr. McDonoveu. That is the first such venture, though? 

Mr. Frerts. No; it isn’t the first. There are some that date back 
a number of years ago, but they never stayed in existence any great 
length of time. 

Mr. Tate. Hail insurance is pretty well established? 

Mr. Frerts. Specific risks, yes, such as hail insurance, wind in- 
surance, but not all-risk. 

Mr. Tauue. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tautue. Mr. Chairman, the reason for my late arrival this 
morning is that I attended the ceremony at which a gold medal was 
presented to Dr. Salk as a result of the resolution passed by our com- 
mittee. Several other Members of Congress were present. The 
Secretary of Health, Education, and Welfare, Mr. Folsom, presided 
and awarded the medal. It was an impressive ceremony. A letter 
from President Eisenhower was read by Secretary Folsom. Dr. Salk 
made an appropriate acceptance speech. 

The CuartrMan. I am very sorry I was not able to be there, but I 
had to preside over this hearing. 

Mr. Tate. I report this because the resolution came from our 
committee, and we have reason to take pride in what was done to 
recognize this noted scientist. 

Mr. Bouton. Mr. Chairman. 

The CuatrMan. Mr. Bolton. 

Mr. Botton. I won’t take much time, but I have been waiting to 
elucidate a few facts. 

As I understand this program began in 1939 on a national basis; is 
that correct? 

Mr. Fretts. Yes, sir. 

Mr. Botron. And that in the 8 years which followed that, until it 
was started again on an experimental basis, there was a loss of approxi- 
mately $74 million? 

Mr. Frerts. Seventy-three million dollars. 

Mr. Botton. And that prior to the start of the program in 1939 
there were several insurance companies who made efforts to put in a 
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crop-insurance program, but, because of the fact that they covered 
only a relatively small area of the country when they were hit by 
loss it put those insurance companies out of business? 

Mr. Frerts. Yes, sir. 

Mr. Botton. And, therefore, am I correct in saying that it would 
be your opinion that if there is to be an insurance type program for 
such things as floods, or the kinds of coverage you give, it must be 
done on a national basis so. that there is enough adjustment and 
spread 

Mr. Frerts. Spreading of the risk; yes. 

Mr. Botton. And that that is a program of such scope that it would 
be almost impossible for any one insurance company to take on such 
a program? 

Mr. Frerts. At the present time I think the answer is ‘‘Yes.” 
After we obtain sufficient experience to prove that a sound program 
can be operated, I would predict that the private concerns would 
ultimately take over the insurance of growing crops. 

Mr. Botton. Just one other fact | want to make sure of: During 
the last 8 years, when it has been on a limited county basis, the total 
loss has been approximately $11 million above the administrative cost; 
is that correct? 

Mr. Frerts. That is correct. 

Mr. Boiron. And would you estimate how much the administra- 
tive costs were, each year? 

Mr. Frerts. Well, in 1948 they were about $4 million. Admini- 
strative expenses averaged slightly above $5 million for each of the 
8 years, for a total of approximately $44 million. 

Mr. Botton. Approximately $5 million a year. Would that include 
the premium cost, or the selling cost of the policies, or does that come 
out of the premiums paid? 

Mr. Frerrs. No; that includes the selling cost. 

Mr. Boiron. Thank you. 

Mr. Mutter. Mr. Chairman. 

The CoarrMan. Mr. Multer. I would like to conclude this hearing 
with this witness this morning. 

Mr. Mutter. I won’t be long. In the existing crop insurance law 
there is no provision for reinsurance? 

Mr. Frerts. Yes; there is. 

Mr. Mutter. But that is merely in the law. No one has ever 
taken advantage of it? 

Mr. Frerrs. We have never consummated an agreement. We 
have discussed it on possibly 5 or 6 occasions since 1948, with some 
different concerns. 

Mr. Mutter. But none of them have come into the program? 

Mr. Frerts. None of them have actually gone into insuring crops. 

Mr. Mutter. Insuring or reinsuring. Private companies have not 
come into it, for insurance or reinsurance within the last 8 years? 

Mr. Frerts. That is right. 

Mr. Botron. I believe you stated also earlier in your testimony, 
did you not, that there was not a sufficient experience table set up 
at the present time to be sure what specific rate should be charged, 
etc.? 

Mr. Frerrs. That varies by crops. We have better information 
for some crops than for others, and I think it is in the crops where 
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we have the best experience information that the private companies 
will be most interested in first. 

Mr. Botron. But up to this point you don’t think that you have 
had certain and definite information that can be relied on for the 
future; is that right, even in the best of crops? 

Mr. Frerrs. Well, not entirely. Take wheat, for instance. We 
have been insuring wheat since 1939, and we have rather good produc- 
tion data available on wheat. It varies by crops. On tobacco, we 
also have good information available. When you get to flax, it isn’t 
so good. Citrus is not so good. 

Mr. Boutron. And it is on those crops that you have been talking 
to the private companies? 

Mr. Fretrrs. We have discussed it with them to some extent. 
They are aware of our experience, and what we have done, and they 
are starting out, as I understand it, on a moderate basis, offering all- 
risk insurance in a few counties in the Midwest area. 

The Cuarrman. Are there further questions? 

Mr. Mutter. Yes, Mr. Chairman. 

Mr. Fretts, just so the record will be straight, and I am sure no one 
wants to leave it confused or inaccurate, from 1939 to 1947 the 
insurance program was in effect except that in 1944 there was no 
insurance written, either in the year 1944 or in 1945 for the winter 
crop of wheat? 

Mr. Frerrs. That is correct. 

Mr. Mutter. Now, in the years 1939 to 1947, while the insurance 
was in effect, the losses were over $71 million? 

Mr. Frerrs. $73 million. 

Mr. Mutrer. That is the difference between the premiums col- 
lected and the indemnities paid and the cost of administration, was 
$73 million? 

Mr. Frerrs. Our indemnities amounted, as nearly as I can recall, 
to $210 million, and our premiums amounted to $140 million, approxi- 
mately. 

Mr. Mutter. Well, there is something wrong in the record. The 
staff study shows $134 million plus in premiums, and $218 million 
for indemnities paid, and a loss of $71 million. 

Mr. Frerrs. [ am just speaking from memory. The net deficit 
was $73 million. Our administrative expenses were in addition to 
that. . 

Mr. Mutter. I see. 

Now, following, for the next period, the Congress rewrote the law, 
and we go into a new period from 1948 to 1953, and there you have 
total premiums collected of $105 million plus, and total losses or 
indemnities paid of $108 million, plus, for that period, with only a 
$2 million loss during that same period. 

Now, can you give us, briefly, some of the things that were wrong 
in the program before that resulted in a correction of the program? 
Just what was it that was done that cut down the indemnities from 
$218 million to $108 million, with a resulting much smaller loss? 

Mr. Frerrts. Basically, the change that accounted for the biggest 
improvement in the program was reducing the level of coverage. 

Up to 1948 we offered a level of coverage of 75 percent of the normal 
yield. That included for the most part the investment plus a part of 
the profit that the farmer expected to realize from his crop, and when 
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you get into insuring anything in excess of what the insured has in- 
vested in it, you add a substantial moral risk to your program. In 
other words, it soon becomes more profitable, after some loss develops, 
for the insured to collect under his insurance policy then to take care 
of his crop. 

Basically, that item would account for much of the improvement 
in our program. 

Mr. Mutter. Would you say that in writing this disaster insurance 
that would be one of the things that we should have in mind, that they 
shouldn’t be able to make a profit on their insurance, but would only 
be reimbursed for their loss? 

Mr. Frerrs. Very definitely. 

Mr. Mutter. Thank you. 

The CHarrMAN. You may stand aside, gentlemen. Thank you for 
your testimony on a very essential subject. 

Call the next witness, Mr. Clerk. 

If we don’t get through this morning we will have to meet tomorrow. 

The Cierxk. Mr. W. B. Langbein, hydraulic engineer, United States 
Geological Survey. 

The CHartrMan. Mr. Langbein, you may proceed. 

Mr. Lanopein. Mr. Chairman, I would like to read a statement. 

The CHarRMAN. You may proceed. 


STATEMENT OF W. B. LANGBEIN, HYDRAULIC ENGINEER, UNITED 
STATES GEOLOGICAL SURVEY 


Mr. Lanespern. Mr. Chairman and gentlemen, the Geological Sur- 
vey is the fact-finding agency which has the primary responsibility 
for collecting records of river flow and stages and for analyzing their 
relationships to floods, droughts, and water supply. 

The flood plain is the lowland that borders a river, usually dry but 
subject to flooding. It is built of alluvium, of sediments carried, 
deposited, and reworked by the river. One should view the flood plain 
with due appreciation of the economy of nature. The stream ordi- 
narily uses only part of its valley bottom, inviting man to invade its 
flood plain. Early civilization grew up largely on these alluvial 
border lands. Even now probably over a third of the people of the 
world get their food from soils developed on alluvium. Rough esti- 
mates indicate that there are about 50 million acres of land in the 
United States known to be below flood levels. It is calculated that 
there are about 10 million people subject to the flood hazard. These 
people live on lands borrowed from the river, lands through which it 
molds and remolds a channel for carrying off the load of water and 
sediment brought to it by its tributaries. 

The normal river tends toward equilibrium, which requires that the 
stream normally occupy only a part of the valley bottom through 
which it meanders. The remainder of the valley bottom contains the 
flood-plain deposits, which are excavated at the outside of the bends 
and redeposited at the inside. The process of borrowing and lending 
of sediments causes the meanders to migrate and the river to shift its 
position in the valley. The valley sediments provide the flexible 
environment within which the river channel is self-formed to discharge 
its varying load of water and sediment. It is easy to see that the 
flood plain is as much a living thing as the river itself, and not an 
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inert relic from the geologic past. The flood plain along a river reach 
denotes a condition of harmony between sediment load and water. 
There is a flood hazard associated with every stream. 

Our records show that a river overflows its banks and invades low 
places on its flood plain about once in 2 years on the average. About 
once in a century, on the average, there is a flood that submerges all the 
alluvial deposits in the valley bottoms. 

The feasibility of proposals for flood insurance depends very im- 
portantly on whether the basic records are adequate for evaluating the 
flood risks that an insurance program entails. The Geological Survey 
has available a large store of flood data and reports that are useful and 
necessary for determining the frequency and magnitude of floods. It 
has operated over 12,000 gaging stations over the country, and there 
are at this time about 6,700 river gaging stations in current operation. 
These records include stations at nearly all important centers of flood 
damage. In addition, the Survey operates about 1,500 flood-crest 
gages especially designed for collecting flood information on small 
streams. The Weather Bureau maintains a number of stage gages for 
its flood forecasting services, in addition to those it operates in common 
with the Geological Survey. The flood record also includes a large 
number of flood heights at miscellaneous damage-centers along the 
rivers that are collected by the Corps of Engineers and Geological 
Survey after each notable flood while flood marks are fresh. In 
addition, historic information as contained in old newspapers, letters, 
and other old documents, whenever they are unearthed, are made a 
part of the flood record. 

Gaging stations are operated in every State in the Union with 
densities ranging from 8 to 10 for every 1,000 square miles in Eastern 
States to 1 in every 1,000 square miles of the arid, less populous 
Western States. The distribution of gaging stations is well suited to 
the solution of most flood problems, except perhaps on streams drain- 
ing 100 square miles or less. There are also some important deficien- 
cies of information on large streams, mainly in the West, and in respect 
to length of record nearly everywhere. ‘There are in the country only 
60 records 50 years or more in length. However, there are methods 
available for extending the great number of short records either on 
the basis of the longer records or on the basis of long records of rainfall. 

Floods are very erratic in their occurrence both as to time and place, 
and hydrologists have found that it is feasible to determine the average 
frequency of recurrence of floods on a statistical or actuarial basis 
without, however, being able to predict just when or where floods of 
specific magnitudes may strike next. This is the common inherent 
basis of all insurance and would be the principle involved in any 
application of flood records to flood insurance. The Geological Sur- 
vey has made statewide studies and analyses of the frequency of floods 
in 11 States that have provided cooperative funds. These studies 
combine the information gained at all river gages in the State in such a 
way that the results are more dependable than would be obtainable 
from study of a single river gage. The summary reports enable one 
readily to determine the frequency of flood discharges at any point on 
any river in the State. Plans are underway to extend coverage to 
other States as funds permit. 

The ultimate problem is the determination of river stages on a 
given reach of river. At most major cities there is a record of river 
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stages which makes the determination of flood stages «t those places 
relatively direct. At other places it is necessary to solve the problem 
in two steps, first, it is necessary to determine frequency of flood dis- 
charges, and, secondly, to translate these discharges to river stages by 
means of a stage discharge relation. 

The discharge, that is, the rate of flow of a river, bears a simplified 
relationship to the watershed area which makes it quite feasible to 
generalize upon the flood characteristics of the streams of a particu- 
lar region. Having determined the discharge-frequency relation of a 
stream from an analysis of existing records, the discharges or heights 
for a given damaged site must be determined on the basis of local 
channel surveys. We feel it is desirable to give this brief outline of 
technical steps involved in the determination of the frequency of 
river flood heights because it will be an important obstacle to be sur- 
mounted in the administration of any flood insurance program. Con- 
siderable experience has been built up among hydrologists in the 
determination of frequency of floods. The problem is not only in- 
volved in all flood-control projects, but also in connection with all 
structures built in or upon river channels. Thus the frequency of 
floods is a factor in highway design, in the construction of dams and 
diversion works for municipal supply, or for irrigation. Available 
records should be adequate for the purposes of a flood insurance pro- 
gram to the same extent that they are adequate for the planning, 
design, and construction of works for the control of floods. 

There is, however, an important difference. Flood control plans 
can be evaluated on a general answer for an entire reach for a river 
that is to be protected. In flood insurance the risks must be esti- 
mated for each separate property that is insured. The possible 
complications that might ensue constitute one of the major difficulties 
that will confront the development of a flood insurance program. 
Therefore, unless careful and thorough consideration is given to 
methods of adapting sound hydrologic principles to the determination 
of flood risks, the plan is likely to drown in a spate of uncertainties, 
computations, and paperwork. None of these analyses have yet 
been done. Before any actuarially and hydrologically sound insur- 
ance can be written, at least several months or a year of study by 
competent hydraulic engineers to work out practical methods of 
using the flood records will be necessary. 

Hydrologic evidence and records available in the Geological Survey 
also indicate that it would be essential to obtain the most widespread 
covering of flood risks that is possible within the confines of this 
country. Therefore, it is suggested that limitations upon coverage 
according to State lines would tend to narrow the opportunities for 
spreading the risk and thereby would bias the hydrologic foundation 
of the insurance program. 

The records of the Geological Survey also indicate that there have 
been an increase in the number and magnitude of floods in recent 
years. However, this increase is not sufficient to account for the 
mounting trend in damage, which appears, therefore, to be due to the 
very considerable increase in use and development of the lowlands 
bordering the streams. 

Unless flood risks are properly evaluated, there is the possibility 
that abuse of the lowlands will be encouraged, thereby tending to 
aggravate rather than ameliorate the flood problem. 
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The CHarrman. Mr. Langbein, to make a personal observation, 
which | think might be permitted under the circumstances, I repre- 
sent a district that borders the Ohio River for 300 miles on the south 
side. Of my 15 counties all but 2 are on the Ohio River. The Ohio 
River has a bad record. You don’t need much investigation. I 
think the actuarial experience is there. In the last 90 years I think 
there have been 45 major floods. That would prevent our people, it 
seems to me, from obtaining any protection except under conditions 
that were such that they couldn’t afford to bear the cost. Wouldn’t 
that be your experience? 

Mr. Lanesurn. Mr. Chairman, I would judge the situation should 
be examined in a little more detail. 

First, all of the Ohio River bottomlands have not been flooded that 
frequently. The intensity of flooding depends importantly upon the 
locations of those lands. Perhaps, yes, there are some lands that are 
flooded, as I stated, about once every other year. 

Now, as to the second part of your question, the insurability of such 
lands, | would say that the properties that are now occupied usefully 
probably represent certain productive values, and the costs there are 
currently being borne. The purpose of insurance would be to enable 
the person to capitalize and budget his experiences rather than endure 
them haphazardly as they occur. 

The CHAIRMAN. Well, of course, the bottom land is the fertile land, 
and the rivers were the first areas to be settled, because our pioneers 
and explorers came down the rivers and settled along these rivers. 
There was a suggestion that they might be removed from the 
rivers. But if they are removed from the rivers they don’t have the 
same character of land to cultivate. They are going to stay on the 
rivers, and those people who have been flooded time after time are 
not in a very good position to pay the excessive insurance premiums 
which they would be required to pay. 

It seems to me that it would be impossible for them to get any 
kind of protection under that plan. 

I have lived there. I know how often those floods have come along. 
The rivers have made slums out of parts of the cities. But we have 
protected them with flood walls now. 

Mr. Lanepern. I think General Itschner pointed out the other 
day that the flood protection at those places is not absolute. There 
is always some flood potential still remaiming in those places. 

The CHatrMAN. They have got a freeboard on those protective 
works 3 feet above the flood of 1937. They have never had any 
flood like that before, and I know the citizens don’t anticipate a 
flood that high, but I know you couldn’t induce them to take any 
insurance. They have a feeling of security now. 

Mr. LanGcBeEIn. Well, if it were that way the rate would be so very 
small under an insurance program, that it wouldn’t be of any con- 
sequence. 

The CHatrMan. They wouldn’t take it. But the man who is 
going to be flooded is the man who needs it, and he can’t afford it. 
That is my opinion. 

You have no idea as to what the rate should be for that character of 
insurance in the Ohio Valley, have you? 

Mr. LanGretn. No, sir; our data are entirely on frequency of the 
floods, and not on the economic results of those floods. 
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The Cuarrman. Yes. 

Mr. Mutter. Mr. Chairman. 

The Cuatrman. Mr. Multer. 

Mr. Mutter. Do you think it would be feasible to limit the insur- 
ance under this program we are considering, in the first instance, to 
those States or those areas that have cooperated with your Bureau in 
making funds available for these studies that you have told us have 
been made in 11 States? 

Mr. LANGBEIN. Yes, sir; but that would be the simplest, and I 
suppose the administrators of any such program would probably find 
it desirable to take advantage of that work which has been done. 

Mr. Mutter. That might encourage the other States to cooperate 
with you in getting those surveys made? 

Mr. LANGBEIN. Yes, sir. 

Mr. Mutter. Do you think it would be dangerous to embark upon 
an insurance program throughout the country without having all of 
those surveys made? 

Mr. LANGBEIN. Yes, sir. 

Mr. Mutrer. You estimate a matter of several months to a year to 
get sufficient information on which to base the matter of insurance 
coverage, and I assume you also mean insurance rates? 

Mr. LANGBEIN. Yes, sir; that is correct. 

Mr. Mutter. Can you give us a better estimate of time than 
several months to a year? I am referring to the last page of your 
statement. 

Mr. Lanapein. Yes, I would say that the actual time required 
would depend on where you worked. If you were to take a State, 
for example, where a considerable amount of hydrological analyses 
have already been made, perhaps it would be at the lower limit of that 
period. If no such work had been done it would be toward the upper 
limit of that period. 

Mr. Mutrer. Thank you. 

The CHatrMan. Your studies have been entirely on the historical 
records of floods? 

Mr. LANGBEIN. Yes, sir. 

The CHarrman. And you wouldn’t base it on anything else? 

Mr. LanaBern. On what history there is, and what other informa- 
tion there is. 

You mentioned the Ohio. To indicate the kind of evidence you 
have to go on, back in 1762 Colonel Boquet, at Fort Pitt, wrote some 
letters to General Lord Amherst, explaining the heights of floods that 
occurred at that time. Those heights remained the record until 1937. 

The CHarrman. The Ohio has such a bad reputation that I don’t 
think you would need to look for any information there. It would 
seem that the future would be like the past. 

Mr. Mumma. Mr. Chairman. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Is it a fact that these alluvial lands in river bottoms 
bring better prices than maybe some of the farms on safer lands, 
floodwise speaking? 

Some of the highest priced land in my community is on a big island 
that is flooded about as frequently as the Ohio, but the value of that 
land is terriffic. I wondered how it was in the Ohio Valley. 

In my own particular case, I know that that land is very valuable. 
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The CuarrMan. It is true in Kentucky, too, I can tell you that. 
The alluvial river bottom land is the most fertile land. 

Mr. Mumma. Mr. Chairman, I don’t think that generally speaking 
the tenant in such land would represent the poorest element of society, 
financially. Do you get my point, Doctor? 

Mr. LaneBetn. Yes; quite often those lands are very productive 
and the fact is they could well afford to pay a reasonable insurance 
rate. 

The CuarrmMan. They could well afford to pay a reasonable insur- 
ance rate, but what about an unreasonable insurance rate? 

Mr. Boiron. Mr. Chairman. 

The CHarrMan. Mr. Bolton. 

Mr. Botron. Just to set the record straight, would you be good 
enough to give us the names of the 11 States that have provided 
cooperative funds with your survey? 

Mr. LanesBern. I don’t have it with me. The names are listed in 
the Senate staff committee report, which I didn’t believe necessary to 
reproduce. 

Mr. Botton. Thank you. 

Mr. McDonough. Mr. Chairman. 

The CHatrmMan. Mr. McDonough. 

Mr. McDonovuau. What are we going to do about the man who 
doesn’t want to take out insurance? This is not compulsory for the 
landowner, and the landowner who doesn’t take out insurance but 
who has a claim because of some fault on the part of the Federal 
Government for not building dikes to prevent the damage to his prop- 
erty by floods. He is going to get recovery without participating in 
the insurance plan at all. How are we going to differentiate between 
the man who takes a policy and the man who does not? 

Mr. Lanepern. I am afraid I couldn’t comment on that. I can 
see the danger and risk, of course, for claims for indemnity, even by 
people who didn’t see fit to subscribe to the insurance program. 

Mr. McDonovuau. We had some experience in Los Angeles County 
as a result of the flood in 1938, in the San Fernando Valley. There 
were some valuable homes destroyed because of a flash flood and in 
one particular case I recall a house estimated to be worth about 
$250,000, a piece of property including a house, the county defended 
itself against a suit in the course there and won the suit on the ground 
that it was an act of God that caused the damage, and that was not 
the fault of the county or any public works neglect. 

I don’t know whether that would be sustained in other cases but it 
was in that one. 

Here we have great losses in California right now as a result of the 
rivers, at Yuba City and Marysville, and there is aid being rendered 
to those people. We just extended the 6-month period for loans for 
repairing houses, and so forth, and they have taken no insurance. We 
have a difference here, and, Mr. Multer, on the question you asked a 
moment ago about crop insurance, the man who has a loss, because he 
has no insurance policy on crops, cannot claim anything, but a man 
who has a policy can. He has got a contract. But that wouldn’t be 
true in this instance, because some people are going to have losses as a 
result of disasters, and they will have a claim against the city, the 
county, the State, or the Federal Government, and they may be able 
to collect. 
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Mr. Mutter. Well, we are not going to write the terms of the 
insurance policy into this legislation. I am sure any agency we 
authorize will write in provisions so that you cannot collect twice. 

For instance, if someone else causes the damage—one of the oldest 
theories of insurance is the right of subrogation. The insurance com- 
pany pays, and then tries to collect the damage from the one who 
caused it. 

Mr. McDonoveu. That is not my point. The point is that the 
man who didn’t take out a policy at all, and has damage, and colleets 
from the State 

Mr. Berrs. On what basis? 

Mr. McDonovueu. Because of default on the part of the city, State, 





or county for not providing protection through public works. 

Mr. Botton. Where is the legal basis for that? 

Mr. McDonoveu. That would depend on the circumstances, how 
it occurred. 


Mr. Botron. Do you have any legal basis for any claim that has 
ever been made through any act of God, against a Government body? 
There is no such basis that I have ever heard of. 

Mr. Mutter. I don’t know of any such case. 

Mr. Botton. If as a result of an act of government damage is 
caused, then there is cause for action, and recovery, but for a lack of 
action on the part of government, there is none. 

Mr. McDonovuau. What about the Johnstown Dam? That was a 
manmade dam. 

Mr. Mutter. Was the municipality or the State held liable? I 
think there were voluntary contributions by Government agencies, 
but there was no legal liability. 

The CHatrMan. If there are no further questions, you may stand 
aside, sir. We are glad to have your views. 

Mr. Mumma. That was a good statement, Mr. Langbein. 

Mr. Lancsetn. Thank you, gentlemen. 

The CuarrMan. The committee will stand in recess to reconvene 
Monday at 2 p. m. 

(Whereupon, at 12:17 p. m., the committee adjourned until Mon- 
day, January 30, 1956, at 2 p. m.) 
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MONDAY, JANUARY 30, 1956 


Hovsr oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovse Orrice BurLpina, 
Washington, dD. Cc. 

The committee met at 2 p. m., the Honorable Brent Spence (chair- 
man) presiding. 

Present: Chairman Spence and Messrs. Brown, Patman, Multer, 
O’Hara; Mrs. Sullivan; Messrs. Ashley, Vanik, Wolcott, Talle, Me- 
Donough, Betts, McVey, Hiestand, Nicholson, and Bolton. 

The CuarrMan. The committee will be in order. 

Mr. Meistrell has returned to continue his testimony on the matter 
of disaster insurance. 

Do you have a further statement to make, Mr. Meistrell? 


STATEMENT OF FRANK J. MEISTRELL, DEPUTY HOUSING 
ADMINISTRATOR —Resumed 


Mr. Metstreu. Yes, sir; Mr. Chairman, I would like to amplify « 
few of my remarks made last week. 

If vou recall, during my testimony last week, last Wednesday to be 
exact, we were discussing, among other things, the matter of rates. 
I emphasized that this is an experimental program and _ necessarily 
requires a maximum flexibility in the administration of the program 
until such time as sufficient experience has been developed. 

One significant aspect of the flexibility would be to provide coverage 
in relation to what a prospective policyholder could afford to pay. 

Now, the bill provides for this type of flexibility in setting rates. 
Our objective, of course, is to provide a series of choices on the amount 
of indemnity coverage that a prospective policyholder could afford. 
As you know, the bill provides that the estimated reates, including the 
State and Federal contributions, produce sufficient premium income to 
cover estimated losses over a reasonable period of years. Perhaps I 
van illustrate it with an example. 

Take the case of a $10,000 home, where the homeowner can afford 
to pay only, let us assume, $1 per $1,000 of premium, which is roughly 
the rate he might be paying for fire insurance, excluding extended 
coverage. Now, in some areas, for $10,000 of flood indemnity cover- 
age he would be paying $10 a year, and the State and Federal contri- 
butions would be $6.67, combined, so that the total estimated rate 
would thus be $16.67 annually. 

Now, in other areas, and for different types of properties, the rate 
might be higher. If the homeowner cannot afford to pay more than 
the $10, the policy would be adjusted to provide him with coverage 
123 
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consistent with the amount of premium that he could afford to pay. 
This could be done in several different ways. One method would be 
to increase the minimum $300 deductible amount. Another would be 
through increasing the minimum 10 percent deductible on the re- 
mainder of the claim. A third method might be through limiting 
coverage by means of coinsurance, or some other arrangement. 

To illustrate this flexibility, let us assume that the property in the 
area had a rate of $5 per thousand related to exposure. We could 
adjust the amount of coverage consistent with making a total premium 
payment related to the $1 per thousand. Since he could afford to 
pay only $10, he, in that illustration, would be getting say $2,000 
of coverage. It is just one way of providing protection over a broad 
base and in the hope that the largest number of people could partici- 
pate in the program at a minimum of cost. 

It should be borne in mind, however, that in addition to the $10 
to be paid by the policyholder, the State and Federal contributions 
amount to $6.67, so that $16.67 per $10,000 would be credited to 
the loss reserves and be available for taking care of claims. 

Now, if the estimated rates are computed on a sound actuarial 
basis to reflect the risks involved, we should have sufficient premium 
income to pay all claims, with the exception of possible catastrophe 
claims, or losses, which occurred in the early years of the program, 
and prior to the accumulation of reserves. 

The CuHarrMaNn. I understand that you are going to make the 
premiums, with respect to the areas which you will define, and with 
respect to the risks? 

Mr. Metstre.y. That is correct. 

The CHAIRMAN. I am interested, of course, in the national aspects 
of this bill, but I am also very much interested in my own district. 
My district borders the Ohio River for 300 miles, and is subject to 
recurrent floods. They have come about once every 2 years. I 
would like to get some concrete example of what it would cost a man 
who has a $10,000 home, per year, to obtain coverage in that dis- 
trict—complete coverage. Have you any estimate as to that? 

Mr. Metsrreity. Mr. Chairman, I don’t believe I could give you 
any accurate figure on what the rate would be. It would vary de- 
pending on the type of construction, the exposure to flood, the value 
of the property, the amount of the deductible, and so forth. 

The CHarrmMan. Let us say the property has a value of $12,000. 
Couldn’t you compute what he might have to pay? That is what I 
want to tell my people, what it is going to cost them. They want to 
know that. 

Mr. McDonovau. Mr. Meistrell, you gave us an example here a 
moment ago, at $1 per thousand, plus the State and Federal con- 
tribution. 

Mr. Metsrretu. That is right. 

Mr. McDonoveu. The rate on a $10,000 house, according to that, 
would be $16.67, would it not? 

Mr. Mrmstrreity. The combined rate would be $1.67 per thousand, 
so on $10,000 it would be $16.67. 

Mr. McDonovaeu. That is presuming—— 

Mr. Metsrreui. That is on the assumption of a $1 per thousand 
rate. 
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The CuHarrMaNn. Are there different rates with reference to different 
houses? 

Mr. MetstrRELL. Yes, sir. 

The Cuartrman. If my house is 10 feet higher than my neighbor’s 
house I would pay less than he would? 

Mr. Metsrreu. Yes. 

The CuatrMan. So you would have to make a separate appraisal 
of the risk involved in every instance? 

Mr. Metstrevu. That is correct. 

The Cuarrman. If there is a deficit in any particular area, then 
you would raise your rate in order to meet that deficit, would you not? 

Mr. Metsrretyt. The rates would be raised to produce sufficient 
income to take care of the loss experience in that area. It would not 
be retroactive, however. 

The CHarrMAN. But it would be raised? 

Mr. Meistreu. It would be adjusted constantly. 

The CuarrMan. And there would be thousands of different rates 
in one particular area, I imagine? 

Mr. Metstrevu. Conceivably there could be, Mr. Chairman. 

The CuHarrMAN. Yes, sir. 

Mr. Metsrre.u. I think, in all probability, properties would be 
rated by a class rate, namely, certain types of construction and certain 
degrees of exposure. 

The CuarrMAN. They have had some terrible floods in other sec- 
tions of the country—and it has not been just floods, but the force of 
the water which has caused a lot of damage. In the case of the Ohio 
River, it was the force of the water, as well as the height of the water. 

Mr. Meitsrrevu. That is true. 

The CuarrMaAn. In 1937 they were attempting to establish a 
9-foot stage for navigation purposes. Then suddenly there were 80 
vertical feet of water flowing down the river. 

Now, by reason of the historical record in that district, that would 
probably have a higher rate than all of these other districts which 
have been devastated by floods; isn’t that correct? 

Mr. Metsrrewu. Yes, that might very well be. It would depend 
on the properties involved, it would depend on the extent of coverage 
that people sought to purchase, it would depend on the distances 
from the flood stages——— 

The CHairman. And it would depend upon the frequency of 
floods? 

Mr. Mrtstreitu. Upon the frequency and severity of floods, yes. 

The CHarrMan. So that district would be less apt to obtain any 
real relief than some of the other districts? 

Mr. Metsrrevyi. Well, Mr. Chairman, the contrary may be true, 
the people in the Ohio River Valley may be obtaining a larger amount 
of contribution or subsidy on the part of the State and Federal Govern- 
ment than persons in other areas not subjected to these recurring 
floods, and | think it is well to keep in mind that these people today 
are getting nothing, and they have no way of getting anything. There 
is no insurance available for these people at the present time. 

Under this bill, whatever they pay, they are getting the contri- 
butions of the State and Federal Governments, which is a gift. 

The CuarrMan. Isn’t that an assumption that you will be getting 
it from the State government? 
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Mr. Meistrewu. Yes, I will deal with that in a moment. It is. 
If the State of Ohio doesn’t choose to come in to the program, that is 
the end of it. 

But let us assume that the State of Ohio chooses to come into the 
program. The property owner today gets nothing, and he has no way 
of getting anything. So no matter what he gets, under this program 
he is better off than he is now, and if he contributes $1, and the State 
and Federal Government contribute 67 cents, he has $1.67 worth of 
protection which he does not have today. What that will buy for him, 
unfortunately I cannot say at this moment, but I am sure he will be 
getting something as against nothing. 

The CuHarrRMAN. Well, a man who has been flooded very often 
doesn’t have very much. 

Mr. Merstre.u. I recegnize that, Mr. Chairman. That is true of 
all insurance. People in life get what they can afford to pay for, and 
there are many kinds of insurance today that people cannot afford 
to buy. That goes for fire, automobile, health, life, or anything else. 

But the point I do want to make is that we are venturing into an 
unknown field, You have heard it stated here, and I have many 
times, that the insurance carriers are very reluctant to get into this. 

The CHarrRMAN. Yes. 

Mr. Merstre.u. If that is the fact, and private industry is unwilling 
or unable to venture into this area, then it becomes incumbent upon 
the Government to look at it. Whether they should or not, is a politi- 
cal or social decision which has to be made by the Government, but 
if we recognize the need—and I think there is a need—then our 
problem is to find out what we can do about it. This is one approach— 
it may not be the only approach, and it may not be the best approach— 
but it is an approach and it is an attempt to do the very thing that 
I know you want to do, and that is to help these people if we can. 

The CuHarrMANn. I agree with you there. 

Mr. Merstretut. And we are undertaking a joint venture, we are 
altogether into it, and we are going to give a 50-percent subsidy to 
those who want it. 

Now, if it were a 90-percent subsidy people might still not want it, 
or perhaps could not afford to pay. 

The CuarrMan. But I don’t want to tell the people down there 
that they have an insurance which would benefit them, for which they 
are unable to pay. The people who need it the most—I know that 
from experience—are the people who can least afford to pay big 
insurance premiums. 

Mr. Metstrevyi. Yes, Mr. Chairman. I wish there were some way 
that we could reasonably forecast a rate for a particular area under a 
given set of assumptions. It would make our problem very much 
easier. But unfortunately we have not been able to undertake studies 
of a particuar area, and relate it to all of the factors which must enter 
into a rate calculation, and tell you in all honesty that the rate 
would range from X to Y, when we don’t know that, and I would be 
misleading you if I attempted to do that. 

The Cuarrman. I don’t want you to do that, but I don’t want to 
mislead my people, either, by telling them that we are going to give 
them something which they can’t take advantage of. The reason I 
asked, I want to get all the information I can so as to tell these people 
whether they can obtain relief, and that is the reason I would want to 
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know it in dollars and cents so that I could submit that information 
to them. 

Mr. Metstrevu. Well, perhaps I could state it in another way. 
We would attempt to make protection available in relation to what 
people in various flood areas can afford to pay, and for that reason 
we have attempted to spell out in the bill—and I have repeated it 
here—that we would like the greatest flexibility, recognizing that it 
is an experimental program, and so make every effort possible to work 
out different coverages, different limits of protection, different types 
of deductible, coinsurance, or other forms of coverage, so that the 
maximum protection could be afforded at the minimum cost. 

The CuarrMan. But the applicant can never ascertain, from any 
of your brochures or statements of your rates, just what the rate 
would be on his particular house? 

Mr. Merstreu. At this point, no, we could not. 

The CuHarrMaNn. As he can for his fire insurance or life insurance? 

Mr. Mersrreu. No. 

The CHarrMan. He never will be able to do that because he has 
to come to you and ask you to make an appraisal. 

Mr. Muistrevu. Well, I don’t think qvite as specific as that, Mr. 
Chairman. If we could go back to the day that the fire insurance 
business started, I think we would find that they were faced with 
much the same problem as we are now. The same is true of war 
damage insurance, federal crop insurance, and any new insurance 
program. When it is a new venture, and there is no reliable body 
of statistics available, one has to venture forth to a very large degree 
on hope, and after you have had a period of experience you then can 
take another look and adjust your rates and your losses in a much 
more realistic way. 

The CHarRMAN. Your industrial insurance, with reference to floods, 
and your home insurance, will be on a different basis, will they not? 
In other words, how are you going to appraise a loss for an industry? 

Mr. Meitstrevu. Well 

The CuHarrMan. What would your rates for industrial insurance be, 
let us say? 

Mr. MetstrReE.L. I can only state that with respect to the industrial 
risks, we have no accurate information as to what those rates would be. 

The CuarrmMan. They would be much higher than home rates, I 
should judge? 

Mr. Meistre.u. Not necessarily. It would depend again on the 
degree of exposure; the industrial rates might be considerably higher 
than residential rates. I know, as you do, that there are areas 
throughout the New England States where it is incumbent upon 
industrial corporations to actually construct their properties along- 
side rivers. They need water for waterpower and other purposes, 
and they knowingly erect plants with a historical record of flood 
damage behind them. 

The CHarrMAN. Would you insure against actual physical injury 
or destruction, or would you insure consequential damages? 

Mr. MetstreE.Lu. Only direct. We would not get into consequential, 
no. We hope at this time to limit our coverage to direct physical 
damage. 

The CuHarrMan. Therefore, the industry couldn’t get insurance 
that would cover its entire losses? 
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Mr. Metsrre.u. No, at the beginning, certainly, Mr. Chairman, 
we would not want to get into indirect losses. You get into ques- 
tions of loss of payrolls, you get into the economy of these small 
communities—one-industry towns where the plant is partially de- 
stroyed and closed down for a period of time, making up payrolls to 
those people, and if you want to carry the indirect damage a little 
further you get into loss of profits from unfulfilled contracts. 

The CuarrMan. That is true. 

Mr. Metstrevi. You get reimbursing municipalities for loss of a 
tax base, and you go on ad infinitum, and we thought in the beginning 
we would limit it to direct physical damage, something that you can 
see, something that you can adjust, and not get into a lot of speculation. 

The Cuarrman. If you can come closer to what it will probably cost 
in dollars and cents before we go into executive session I hope you 
will do so. 

Mr. Metstreity. Mr. Chairman, as I indicated in my statement 
last Wednesday, the only available information we had were these two 
towns that I referred to, which had been analyzed by a competent 
engineering firm, and based on that data we attempted to compute 
certain probable ranges in rates, but if it is at all possible to compute 
some hypothetical rate structure based on certain assumptions, we 
would be very happy to doit. It may be that the insurance industry 
has such information available. 

The CuarrMAn. You wouldn’t insure farm losses, except the phys- 
ical losses to buildings; would you? Would you insure agricultural 
losses? 

Mr. MetstTre.u. To the extent that they are not presently covered 
by the Federal crop insurance program. 

Mr. Chairman, we would bave to work out a program with the 
Department of Agriculture in connection with the Federal crop insur- 
ance program, so that we were not overlapping, or we were not getting 
into any area that they should properly care for themselves. 

The CHAIRMAN. Suppose a farmhouse is in a flooded area, and the 
farm is in a flooded area. It is usually a good farm if it is in a flood 
area. Now, if he says “I want my house insured and my crop in- 
sured,’’ would you consider that? 

Mr. MeltstrELL. Yes, we would insure the house, we would insure 
his equipment, we would insure any of his agricultural products that 
were in storage, we would insure those things not presently ‘nsured by 
the Federal crop insurance program, or that might reasonably be in- 
sured by the Federal crop insurance program. 

The CuarrMan. And the same program would apply to that, as to 
variability of risk, difference in rates, and so forth, that would apply 
to ordinary homes? 

Mr. MEIsTRELL. Yes. 

Mr. Nicnotson. Mr. Chairman. 

The CuarrMan. Mr. Nicholson. 

Mr. Nicnoutson. Was there insurance on crops against damage 
from water now on the books? 

Mr. Metstrewu. Yes, the Federal crop insurance, Mr. Nicholson, 
writes an all-risk policy which would include flood damage. 

Mr. Nicuotson. How much was paid out, let us say, in the Con- 
necticut Valley, on tobacco? 
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Mr. MeEtstreELu. Well, now, I think that information should perhaps 
be supplied by the Federal crop insurance people. I believe they 
testified to that here the other day. 

Mr. Nicuouson. Have you the figures as to how much it costs now 
to insure a farm against flood damage? 

Mr. MEIstTrRELL. The Department of Agriculture, through the 
Federal crop insurance, I think gave such testimony, if I am correct. 
I don’t recall the exact figures, but it was a variable. I think it 
ranges from $3.50 per $100 up to thirty-some-odd dollars. 

Mr. Nicuouson. That would give you something to work on, 
wouldn’t it, in establishing a rate for insurance against flood damage? 

Mr. MeEtstrELL. Well, to a very limited extent, Mr. Nicholson, it 
would. Of course, you realize that they deal only with certain crops 
in certain counties, and under certain limited coverages, and to the 
extent that that information would be a guidepost for this program, 
yes, it would be helpful. 

Mr. McDonoveu. Mr. Chairman. 

Mr. MetstTreE.u. I might also mention, Mr. Nicholson, that I don’t 
believe that they break down their coverages in relation to the 
premium. You pay a premium for an all-coverage policy, which 
includes windstorm, tornado, possibly hail, water damage, and other 
hazards, and to find out from them what their experience has been, 
with respect to water damage, or flood alone, and relate it to their 
premium income, would be, I think, asking them for information 
that they don’t readily have. 

Mr. Mutter. They have given it to us in part in their report. 

Mr. Metstretu. Thank you, Mr. Multer. 

Mr. Mutter. They have given it to us percentagewise as to causes 
of loss, but haven’t broken it down into dollars. They have indicated 
the percentage of loss caused by drought, excessive moisture, flood, 
and so on, down the line, as a percentage of the total loss. 

The CHarrMAN. Have any other countries gone into this field, that 
you know of? 

Mr. MetstrELL. I think to a very limited extent, some of the 
European countries have. We attempted to get that information, 
Mr. Chairman, but were unsuccessful. It has been a very spotty sort 
of thing. I think 1 or 2 European countries have undertaken to 
write flood risks at various times, but I don’t believe there is any 
established form of program that has been in existence any period of 
time which could be used as a base for our studies or for our purposes. 

The CHarrman. What were those countries? 

Mr. MetstTRELL. I am informed that it may have been Holland and 
Switzerland. I am not sure of that, but if you choose we would be 
very happy to give you the names of those countries. 

Mr. McDonovau. There are no States in the United States that 
have taken on this responsibility? 

Mr. Metstretui. Not to my knowledge, Mr. McDonough. 

Mr. McDonoveu. Mr. Meistrell, you will recall last week I asked 
you a question as to how we would budget the total capitalization 
of this insurance corporation. 

Mr. MeEIsTrRE.Lu. Yes. 

Mr. McDonoven. Since it would amount to what, about a half 
billion dollars? 

Mr. Metstrevu. Five hundred million dollars, yes. 
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Mr. McDonovan. Five hundred million dollars, the question is 
whether we would carry that from year to year in the budget. 

Mr. Meisrreiu. I have some material on that, Mr. McDonough, 
which I wonld like to give in response to your inquiry. 

Under the pending bill, the contingent liability for indemnity 
contracts written by the Administrator would be carried for all 
purposes in the Federal budget in much the same manner as mortgage 
insurance by the Federal Housing Administration—that is, a schedule 
would be included in the budget indicating the amount of indemnity 
contracts outstanding in relation to the total authorization of $2,900 
million. It is not carried as a debt, nor does it show in the Federal 
budget in that way. 

I believe, under the Federal Housing Administration, the agency 
indicates the potential liability and the amount of reserves that have 
been set up, but there is no specific budget item, as such, for that 
outstanding contingency. 

Mr. McDonovuen. In other words, it would not be reflected in the 
tax structure? 

Mr. Muisrreiy. [t would not. 

Mr. McDonoveu. Except where there is a major catastrophe? 

Mr. Mertsrreuu. That is correct. 

Mr. McDonoveu. And if the losses exceeded your premiums, 
whatever the difference in the excessive losses were as compared 
to your reserves, would be reflected as an item in the tax structure? 

Mr. Metstrevu. Well, that would be under our borrowing author- 
ity, which, under the $500 million borrowing authority, whatever 
portion of that we needed and received from the Treasury, it would 
be indicated in Treasury borrowing, but not as a part of the national 
debt. 

Mr. McDonovueu. Another question: We have been talking a great 
deal—— 

Mr. Meistretit. Mr. McDonough, may I make one further com- 
ment: I perhaps am speaking on a matter that the Bureau of the 
Budget is more qualified to express an opinion upon than I am, 
and I should like very much to have them explain this if for any 
reason I have not been entirely accurate. 

Mr. McDonovcu. We have been talking about flood losses, and 
some of the bills before the committee include hurricane, tornado, 
blizzard, dust storms, and other major disasters. Would the policy 
cover all of such major disasters? 

Mr. Metstre.u. No; this is limited to direct damage caused by 
floods. Windstorm, tornado, earthquake, hurricanes, and other forms 
of natural disasters are now covered by the private carriers, and that 
insurance is presently available, and it was our thought that we 
would limit the bill to floods because that type of coverage is not 
now written by private companies. 

The CHarRMAN. You are limiting it to floods, and you are limited 
to certain areas? 

Mr. Metsrre.u. We are not limited to areas, Mr. Chairman. 

The CHArRMAN. You are going to define the areas where certain 
rates will apply. A man on the top of a hill doesn’t want any flood 
insurance. It is only the people in the valleys who want insurance. 
Our cities are in the valleys, our most fertile lands are in the valleys, 
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our first discoverers used the water courses, and this is going to be a 
permanent institution, if you can make it work. 

Mr. Merstretu. That is right. 

The CuarrMAN. There is no doubt about that, because the richest 
land is along the river valley itself, and the farmer is going to stay 
there, and he would be glad to purchase insurance if he could get it 
at a reasonable cost, and that is what I want to know. 

Mr. Metstreuu. That is what we hope to do, Mr. Chairman. 

The CuarrMan. He won’t take it if it costs an exorbitant amount. 

Mr. Brown. Would the premium rate be below $1.67 a thousand? 

Mr. Metstretu. Mr. Brown, I can’t answer that question. 

Mr. Brown. Well, you figured out the cost. 

Mr. Metstre.u. No, I want to make this clear: I took the assump- 
tion that if the rate were $1 per thousand we would then generate a 
certain premium. I don’t know whether the rate would be $1 per 
thousand. 

The CuatrMan. If it was $1 per thousand the places where you 
would get the insurance might go broke very rapidly. 

Mr. Metstrevu. Well, that is characteristic of any form of insur- 
ance, that the places where the exposure is greatest the rates are the 
highest. The important thing is we are going to contribute, through 
Federal and State subsidy, 50 percent of the amount included in the 
overall premium. 

The CHatrMan. What have you done with the States, to allow you 
to reasonably assume that the States will participate? Have you 
taken the matter up with any of the States? 

Mr. Mutsrrett. We have not, Chairman Spence. We have not 
taken it up with any of the States as yet. As I indicated, there are 
about 45 State legislatures meeting—— 

The CuarrmMan. The State legislature is meeting in Kentucky now. 

Mr. Meutsrretu. Some of them are meeting now, and I think a 
vast number of them are meeting this coming January 1957. Forty- 
five State legislatures are meeting in January of 1957. But we have 
not discussed the bill with any State authorities, with the exception 
of one State where some representatives of a legislative committee 
called on us and expressed some of their views. 

The CuarrMan. There are some large municipalities that are not 
protected by protective works; are you going to ask them to par- 
ticipate, too? 

Mr. Metstreiyu. Yes; municipalities could insure their properties 
up to a maximum of $250,000. 

The Cuarrman. Well, will the municipalities participate in fur- 
nishing protection to their citizens, as you are going to ask the States 
to do? Are you going to ask the municipalities to do that? 

Mr. Meistre.ut. No; the State contribution would cover the 
insurance of a municipality. For example, if, in New York State, or 
Connecticut, a municipality chose to insure its properties, if the 
municipality thus participates in the indemnity program, then the 
State would contribute the 20 percent of the premium which would be 
charged to the municipality. 

The Cuarrman. What contributions do you expect from the States? 
Have you figured out that? 

Mr. MetstreLL. Do you mean dollarwise? 
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The CuHairMan. Dollarwise or percentagewise. 
Mr. Meitsrre_u. Percentagewise, or dollarwise, it would depend, 
again, on the degree of exposure that any particular State had, and 
to what extent they chose to limit their contributions. The formula 
is 20 percent. Now, whether or not a State like Connecticut or New 
York or Ohio chose to legislatively determine that they would par- 
ticipate in a program up to a certain amount would be a matter for 
local determination. 

The CHarrman. Would that be based on the value of the property 
in the State? 

Mr. Metsrre.u. Yes. 

The CuarrMan. On the value of the property? 

Mr. Meistrert. Yes. When I say that, Mr. Chairman 

The CuHarrman. I think Kentucky would have rather a high per- 
centage to pay. 

Mi. MeisrTreu. Well, it would depend on the value of the property 
and the exposure, the risk involved——— 

The CuarrMan. The frequency of the floods? 

Mr. Mertstreuu. The frequency, severity, yes, those are all con- 
siderations that would have to be taken into account. 

The CuarrmMan. Do you feel encouraged that this organization 
would function, and would have solvency of reserves? 

Mr. Mersrrevu. Given a reasonable period of time, I think so. 

The CHarrMAn. What would you consider a reasonable period of 
time? 

Mr. Metstrevu. We have provided, in the bill, 5 years. I think 
5 years is a reasonable period to find out whether or not people are 
interested in it at any price, and whether or not there is sufficient 
protection being afforded in relation to the premiums that are charged, 
to make it work, and I would certainly recommend that the Con- 
gress take a good look at it, at the end of that period of time, and 
perhaps we will have some answers to the very problems that you 
gentlemen are raising. 

The CuHarrMan. I think it is very desirable to secure it, but I 
also think there are many difficulties, and I think one of the dif- 
ficulties is that you don’t know what they are going to be called upon 
to pay. You can find out just what you are going to pay for fire 
insurance, windstorm insurance, and other insurance, but in this 
case nobody would know what the rate would be until he had 
consulted with the organization. 

Mr. Metstrevu. Of course, you know, Chairman Spence, that in the 
fire business rates vary considerably and are constantly being changed. 
There is no level of rate that remains for any substantial period of 
time. 

The CuarrMan. But practically —— 

Mr. Metsrre.i. There are maximum and minimum ranges, gen- 
erally, with respect to areas, and types of property involved, with 
respect to exposure, but that has been developed over a long period of 
years, and based on experience that has been accumulated for a long, 
long time, and it is still far from an exact science, I might add. 

The CHarrMAN. Well, in one residential area, the rate is reasonably 
the same. I pay about what my neighbor pays. But in this case 


you might not pay what your neighbor pays at all, by reason of the 
location of the property. 
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Mr. MetstreLu. That is true. A man who is below the flood dam 
would pay, and should pay, a higher rate than the man on the top of 
the hill, and that is because of the exposure and the liability that we 
would be called upon to pay. That is a sound principle of insurance. 

The Cuarrman. Wouldn’t it be a herculean task to go through all 
that? 

Mr. Metstrewu. No; I don’t think so. For this reason: The fire 
rating bureaus are organized nationwide—I think they have some 40 
offices. They have the facilities for computing many of the types 
of information that you are discussing at this time. They have a 
framework within which they could very readily work out rate 
schedules and rate levels within policy limits—I am not talking 
of the insurance policy now, but within policy limits, and under 
proper supervision and authority of the Federal Government—and 
I perhaps should mention that the rating bureaus have indicated 
their willingness to make these facilities available to us on an out-of- 
pocket reimbursement basis, recognizing, as I know you do, that these 
rating bureaus have been built up over a great many years and they 
have, I believe, data with respect to the type of construction, both 
private dwellings and industrial and commercial properties, their 
location—all of the data which would be raw material we would use 
in computing rates, and then we would have to superimpose on that 
data the flood stages, the floodable areas, the degrees of exposure, 
severity of floods, and other information, which is available through 
the Weather Bureau and other departments of the Government. 

Mr. McDonoveanu. Mr. Chairman. 

The CHairman. Mr. McDonough. 

Mr. Mutter. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Mr. Meistrell, I think we have got to get some funda- 
mentals settled here before we can go very much further. I am one 
of those who was among the early ones to put in a bill for disaster 
insurance. I am just wondering now whether or not we are not con- 
fronted with a situation which would be very much like our crop 
insurance in the early days. When we got all through we decided we 
would have been better off to have made out-and-out grants to those 
who needed help rather than to write insurance. It may be that we 
don’t have enough information. Possibly what we ought to do is to 
set up an agency and tell that agency to come back and give us a 
report on who will take out the insurance, what will be insured, and 
give us some idea as to where we are going. What do you think 
about that? 

Mr. MEtstTRELL. Well, of course, you always have a decision which 
is difficult: How much should we emphasize relief and rehabilitation 
to the exclusion of some form of a contributory program? I for one 
believe that where there is contribution, by you and me, if we choose 
to protect ourselves, and by the States, that it will tend to accomplish 
some self-help in the way of protecting flood areas. It certainly will 
tend to cause the States to be more alert to flood zoning, flood-planning 
programs; it will tend to, I think, spread the risk around. 

Now, it is an easy thing to sit here and say, ‘‘We ought to expand 
our relief programs.” 

Mr. Mutter. Instead of relief, I should have said the flood control 
program. Maybe that is where we should spend all this money, in 
preventatives rather than in cures. 
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Mr. Metstretu. I would agree with you, Congressman Multer, 
with this qualification: As you know, a flood control program is a 
long-range and very costly activity. You have heard the Army 
engineers testify, and you have heard the figures that they have 
mentioned. But I don’t think we are talking about that presently. 

Mr. Mutter. The Army engineers’ survey showed that the August 
1955 flood alone cost a billion and a half dollars? The maximum we 
are talking about here is a billion dollars in insurance. We could be 
wiped out in 1 year, or possibly 2 years. If we get a repetition of 
only half of what happened in 1955 in 1956 and 1957, your whole 
fund is gone. 

Mr. MetstTre.u. On your assumption, yes, sir. 

If you will take those total figures, which you have just mentioned, 
and deduct from them those things which we would not cover— 
indirect damage is a big item in that figure that the Army engineers 
gave. 

Mr. Mutter. Half of it. 

Mr. Metstre.u. All right, you mentioned a billion some odd. 
You would cut that in half. 

Mr. Mutter. Yes, sir. 

Mr. MetstreLu. Then you apply to that figure, the maximum 
liability we would cover, of $250,000; you apply your $300 deductible, 
which is a minimum—we could raise that—you apply your 10 percent 
of the remainder, which we could raise, and you will come much 
below even 50 percent of the figure they are talking about. 

Mr. Mutter. And if you could spread the base, it would be even 
lower. 

Mr. Metstre.u. That is correct. 

Mr. Mutter. Let me ask you this: Would you say that this pro- 
gram, as presented here now, is closely comparable to the war damage 
insurance program and/or the crop insurance program? Which would 
it be nearest to, the war damage or crop insurance? 

Pp Mr. Metsrre.u. I would say it is between them. The war damage 
program had some several billions of dollars of liability 
Mr. Mutter. You should say contingent liability? 

Mr. Metstretu. Correct. And I don’t know how many hundreds 
of thousands of policies they wrote. Their actual losses were negligible. 

Mr. Mutter. They collected $250 million, approximately, in pre- 
miums, and paid out a little over a million dollars in losses. 

Mr. Metstre.u. I think that is correct. 

Mr. Mutter. One reason for that is not only because we didn’t get 
the damage we expected, but also it was spread across the country as 
far as the base is concerned. 

Mr. Metsrretu. I am glad you mentioned that because that is 
one of the distinctions between the flood program and the war damage 
program. We are now dealing with something which has a historical 
background. Floods happen, with some regularity; they are pre- 
dictable, there is a certainty to them, and apart from the severity, 
we know these things are going to happen. We know approximately 
how much damage they do. We know by applying the adjustments 
in this bill what our liability may very well be. 

But when you talk of war, you talk of an unknown. When the 
war damage program was undertaken, nobody knew or could foresee 
what might happen to this country, and if we had been subjected to 
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bombing, the extent of the damage, the extent of the losses is incal- 
culable. If we had been invaded and had been subjected to any 
severe war damage as a result of that invasion, the war damage insur- 
ance program might have been one involving billions of dollars. 
You know in New York City, for example, if lower Manhattan Island 
were to be struck by an atomic bomb, I don’t think anybody could 
foresee the liability under war damage policies to rebuild or rehabili- 
tate the structures that might have been destroyed. 

Mr. Mutter. Do you know how it was that we were able to spread 
the base as widely as we did in the case of war damage insurance? 

Mr. Metstrewu. | think one reason was the premiums were low. 

Mr. Mutter. They were low, but the base was large. 

Mr. Metstrevu. That is correct. 

Mr. Mutrsr. How did we get the large base? 

Mr. Metsrre.u. I think most industrial enterprises undertook war 
damage insurance as a security measure. 

Mr. Mutrer. Wasn’t there an enormous amount written as 
a rider to existing policies? 

Mr. Metstretut. No, the War Damage Corporation, I believe, 
issued its own policies, fixed its own limits of liability and charged its 
own premiums. I don’t think they were written as a rider to any 
existing policies. 

Mr. Mutrer. I thought the insurance companies didn’t write 
separate policies, but in the main wrote riders to existing fire policies. 

Mr. Metstre.u. I may be in error, Mr. Multer, but my recollection 
is that they were individual policies, underwritten by the War Damage 
Corporation, without regard—— 

Mr. Mutter. The polici ies were written by the individual insurance 
companies. 

Mr. Metstretu. No; the policies were solicited by the agents for 
the insurance companies 

Mr. Mutrer. Acting | as agents for the War Damage Insurance 
Corporation. 

Mr. Metsrretu. The agency force, let me put it this way, the 
agency force, which in normal business write insurance policies, was 
used to solicit and issue policies on behalf of the War Damage Corpora- 
tion, and they were paid a nominal fee for that service. The insurance 
carriers serviced the policies, on behalf of and as agents of, the War 
Damage Corporation. 

But I think the liability under the policy, and the policy itself 
were those of the War Damage Corporation. 

Mr. Mutrer. Is it not a fact that almost every mortgagee in the 
country required that war damage insurance be taken out by the 
mortgagor? 

Mr. Metsrrect. I don’t know the answer to that, Mr. Multer. 
[I would imagine that in some of the large industrial enterprises, 
where there were public security holders and bonded indebtedness, 
_ the trustees under those mortgages might very well have required 

r damage insurance —I think utility companies, particularly, in 
their underwritings, were required by the lending institutions to so 
provide. 

But whether or not banks generally required a form of war risk 
insurance, [ am not prepared to answer. I don’t know. 
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Mr. Mutter. And you are not prepared to say whether or not it is 
a fact that every homeowner who had a mortgage on his home was 
required by the holder of the mortgage to take out a war risk policy. 

Mr. Merstretu. That [ can’t say. I can speak only for myself. 
I was not asked by the mortgagee to insure my home against war 
damage. And I don’t believe that was a general practice. 

Mr. Mu rer. It was in New York. 

Mr. MEtsTRELt. I see. 

Mr. Mutter. The Chairman wanted to ask a question. 

The CHairMAN. Mr. Multer suggests that before we proceed we 
should have a survey made as to how many applications you may 
obtain for this character of insurance. The very first question he is 
going to ask you is: “‘What will it cost?” If you can’t answer that 
question, I don’t think that survey would be worth anything. 

Mr. Metrstre.u. I agree with you, Chairman Spence. Some of the 
insurance carriers, following the New England disaster, did attempt 
to determine how many of their policyholders might purchase a flood- 
insurance type of indemnity contract, and as you point out, the first 
question was, ‘Well, how much is it going to cost me?” And until 
you have the answer to that, I don’t think your analyses would be 
very credible. 

Mr. Mutter. But you could set up a questionnaire based on a series 
of assumptions, as to what the base might be. If your base was going 
to be a small base, your premium would have to be high. You indi- 
cated that if you got a large universal base, the premiums would 
necessarily be smaller. And indicating that, you would get a pretty 
good reflection of who would or would not take the insurance. 

The CHarrMan. He wants to know what it is going to cost in 
dollars and cents. 

Mr. Mutter. That is right, and the question may be asked in this 
way, “If our base is such, our premium would be so much.”’ 

Just as Mr. Brown indicated before, if a man has to pay so much for 
insurance, so that after his taxes and everything else, including the 
insurance, he has nothing left, he will not take the insurance. 

Let’s pursue this just a little further along the same line. 

What is the minimum fire rate charged now in the country? 

Mr. MetstreELL. I don’t think we have that information readily 
available. 

Mr. Mutter. Suppose you try to supply this information to us, if 
you can. 

Mr. McDonovan. Will you yield? 

Mr. Mutter. Let me get this on the record first. 

Mr. McDonoveu. It concerns that question. 

Mr. Mutrer. Let me get this on the record. It is a request for 
information. Then I will yield to you. 

If you can, furnish us with this information: 

The minimum and maximum rates for fire insurance, per hundred 
or per thousand dollars, whatever way it is. 

The minimum and maximum rates for wind insurance, for tornado 
insurance, for hurricane imsurance. 

Now, I will yield. 

Mr. Meistretu. Mr. Multer, in connection with your first inquiry, 
the minimum and maximum fire rates, I think we would have to limit 
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our inquiry to specific areas and certain assumptions, because as I am 
informed, there are 40 rating bureaus throughout the country who rate 
property and fix rates in relation to the type of construction, the degree 
of exposure and one thing or another. We could perhaps get the rate 
schedules for given areas, given types of property, and for different 
types of exposure. 

I will say, we will get whatever we can, in relation to that. 

(The following statement was later submitted for the record by 
Mr. Meistrell:) 


Information concerning the range of fire and extendei coverage rates in dif- 
ferent regions of the country was provided by the Interregional Rating Bureau of 
New York. It is not completely up to date, but is representative of prevailing 
rates. Fire rates vary accor‘ing to type of construction, use of property, and 
locational factors, inclu™ing degree of protection accor’ed by fire Cepartment 
services, water supply, etc. The extenced coverage rates are stated without 
respect to mandatory decuctions in certain instances. 





Range of rates per $100 of in- 
surance 
Region ——— 


Extended 


Fire | 
| coverage 





; eal Senne sea xe $0.108 to $1.30_| $0.05 to $0.30 
NN fast ueneckserssvese Shadttndddiedines . : $0.16 to $1.32 $0.08 to $1.38 
Midwest — _—— paiiiiainidatal aimed souh ‘ $0.12 to $1.60 $0.08 to $0.48 
Pacific coast --- ae. Se conga ae Re, AE $0.13 to $1.04__| $0.011 to $0.072 





Mr. McDonovcu. The question I was going to raise was that I 
don’t think the fire rate would be of any value to us at all, for this 
reason: A fire could be started in a factory, in a home, as a result of 
some accident, defective wiring, or an explosion as a result of some 
flammable liquid, or something of that sort, which could not occur 
in the case of a flood. Nobody is going to voluntarily or by accident 
cause a flood. We are talking about floods, caused by natural ele- 
ments, as compared to a rate of insurance against fire, caused by 
accident, by a human being, or defective wiring, or, as your fire rates 
will show, determined in various parts of the country, by the zoning 
laws in the city, the building requirements in that city—certain 
insurance rates are higher because building requirements are not as 
strict as in other places—so your fire rate is not going to give you 
much of an indication. 

As to hurricane and tornado, caused by the elements, that is a 
different thing. That I think will give us some sort of a guide, but 
not fire rates. 

Mr. Mutter. Let me develop a point and maybe you will agree 
with me that it is important. 

Certainly wherever there is a mortgage on improved property, the 
mortgagee insists on fire insurance. 

Mr. MetstTrRe.u. Right. 

Mr. Mutter. Can you give us any figures as to the average number 
of fire losses through the country, as against the total number of fire 
policies written? 

Mr. MeistTreE.u. Yes, sir; { think that would be available. 
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(The following statement was later submitted for the record by 
Mr. Meistrell :) 


According to industry sources information is not available on the number of 
fire insurance policies written or the number of fire losses. In lieu thereof I wish 
to submit the following information relating to premium income and losses on 
fire insurance and extended coverage: 


Fire insurance and extended coverage insurance written by stock, mutual, and 
reciprocal companies and losses paid, 1953 and 1954 


{Amounts in thousands of dollars] 





Direct } Direct Percent of 
: losses losses paid 

writings aa  writi 
rit paid to writings 


Fire insurance, United States: 
1953 


a $1, 654, 048 683, 471 41 
1954 - TOR Wasa ee 1, 650, 733 707, 806 43 
Extended coverage, United States: 

1953 463, 107 224, 793 49 


1954. _ cine emecninabn arias ase 510, 316 326, 537 65 





Source: Spectator Insurance, by States, of Fire, Marine, Casualty and Miscellaneous Lines, 155 edition. 


Summary totals, p. 557, for United States, Canada and Alaska, were corrected by subtraction of data for 


Canada and Alaska. Figures do not take account of losses recouped through reinsurance. Also, loss 
ratios do not recognize lag between written and earned premiums which makes for higher amount of writ- 
i and lower loss ratio during a period of rising insurance in force and vice versa. Figures are total for all 
writings and losses in the States by foreign and domestic insurance companies. 


Mr. Mutrer. Is it not also a fact that in almost every fire-insurance 
policy, where the owner also carries wind, tornado or hurricane insur- 
ance, if is written as a rider, to give extended coverage, in addition 
to the fire? 

Mr. Mersrret1. That is correct. 

Mr. Mutrer. And in many places the mortgagees ask for that in- 
surance along with the fire insurance? 

Mr. Merstrevu. Correct. 

Mr. Mutter. In New York we bave a standard form of fire policy, 
which provides in part as follows: 

Fire insurance policies which are required by paragraph (2)— 
which is the one requiring fire insurance— 
shall contain the usual extended coverage endorsement. In addition thereto the 
mortgagor, in 30 days after notice and demand, will keep the buildings on the 
premises insured against loss by other insurable hazards, including war damage, 
for the benefit of the mortgagee, as may reasonably be required by the mortgagor. 

Then the clause goes on and provides if the mortgagor does not 
supply the insurance, the mortgagee may, and collect the premium 
from the mortgagor. 

Mr. Mrrsrreiyu. Right. 

Mr. Murer. Assuming now that we have the insurance being 
written—if today we required flood disaster insurance, it would be 
unreasonable because nobody is writing it. But if we had a company 
set up, either a Government agency, or the private companies, 
writing the insurance, then it would be reasonable to ask these mort- 
gagors to supply the insurance, wouldn't it? 

Mr. Mertsrreii. No, I don’t think so. As you know, Mr. Multer, 
the banks attempt to protect their investment by carrying a fire 
policy. In New York, as you have indicated, the mortgagees have 
extended that fire coverage to extended coverage, which is wind, 
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storm, tornado, earthquake, or whatever hazards may be included in 
that extended coverage policy. 

That is voluntary. A bank can require any kind of protection it 
wants in order to protect its loan, and that is largely a matter of 
business judgment on the part of a lending institution. 

I think we would be going far to say to lending institutions that now 
that flood insurance is available, we are going to require you to put 
that in all of your loan agreements and make it a condition precedent 
to a loan, that the mortgagor take out some form of flood insurance. 

I would much rather have it available and leave lending institutions 
to their own judgment as to whether they wanted it or not. 

For example, if you had a home in New York, which had never been 
exposed to flood, and there was no reasonable probability it ever 
would, I think you would probably object very strongly if a man said 
to you, ““You have got to carry flood insurance.”’ 

Mr. Mutter. How can anyone say it would not be subjected to 
flood in the future? There were people in New York who said just 
that before August of 1955. 

Mr. Metstrevu. Well, let me put it another way. 

Mr. Mutter. In the very area where they were flooded out. 

Mr. MEIstTRELL. Well, let me put it another way: Let’s assume that 
in New York you have not had any exposure to flood for 30 or 40 years. 
I am talking now of metropolitan New York. And suddenly a bank 
said to you: “If you want this mortgage renewed or extended, you 
have got to take out a flood-insurance policy.”’ 

What would your answer be? 

Mr. Mutrer. My answer would be if the premium were small 
enough, that I would take it. 

Mr. MetstrELL. You might say that, but I think a lot of others 
would say, “I don’t want it.”’ 

Mr. Mutter. I did that with the wind insurance, and I had no 
wind loss until I put a new roof on my house, and then had it blown 
off. That was the first time anything like that had happened in New 
York City so far as any of us could remember. 

Mr. Metsrre.u. Yes, sir. Well, the point I am making is this: 
You might say, “Well, if the premium is low enough I will take it.”’ 
And that is perfectly all right. That is on a voluntary basis. 

What I object to is saying that you must buy it. 

I can think of many, many parts—— 

Mr. Mutter. We didn’t have any war damage insurance in World 
War I, but we had it in World War IT. 

Mr. Metstretu. That is right, but during World War II we were 
exposed to a great potential war damage, and that was just good 
business for a lending institution to require it. We were at war. | 
would be quite disturbed today, for example, if a lending institution 
were to say to me, “You have got to carry a $20,000 war risk policy,” 
if we are at peace. 

Mr. Mutter. That would be unreasonable. 

Mr. Metsrreti. That would be unreasonable. 

By the same token I say to you, if you are not in a flood area, and 
traditionally there has never been a flood in that area, it would be 
unreasonable for a lending institution to say to you that you have got 
to carry flood insurance. 


72544—56——_10 
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Mr. Mutter. Is there any part of the country that will be immune 
to damage by a rainstorm or a sleetstorm? 

Mr. Meisrrewu. I don’t think they have sleet in Florida, but they 
might. 

Mr. Mutrer. I think we have had sleetstorms in the warmer 
parts of the country, both Florida and California. 

Mr. MEIsTRELL. Perhaps we have. 

Mr. Mutrer. Certainly we have had tremendous rainstorms in 
every part of the country. 

Mr. Metsrretu. Right. 

Mr. Mutter. If we got an all-inclusive extended coverage that 
covered tornado, hurricane, flood, rainstorm, and sleetstorm, and 
windstorm, and if the premium were low enough because the base was 
large enough, would you think there would be much resistance to 
taking the insurance? 

Mr. Metsrrevu. No, I don’t think so, if you want to expand your 
extended coverage to include flood. 

I think the difficulty is that when you get extended coverage and 
you put in these various hazards, you have got to get a rate that is 
going to be sufficient to take care of the losses. If you put in 10 ex- 
posures, no matter how you mix them up, you have got to get suffi- 
cient premium to take care of your probable loss experience, and when 
you put flood into extended coverage, I think it might have the 
tendency to bring your entire rate level up, and those who have little 
or no desire to protect themselves against flood, are paying for those 
who do, and you might very well have those who would ordinarily 
buy an extended coverage policy say, ‘I don’t want flood,’”’ because 
60 or 70 percent of your overall premium is flood premium. 

Mr. Mutter. The insurance companies can stay in business as 
long as we let them make a profit. 

Mr. Metsrre.u. Right. 

Mr. Mutter. The day we stop them from making a profit they 
will go out of business. If this is to be attractive to them, we must 
give them a profit. On the other hand, if we are going to set it up 
as a subsidy, we ought to stop talking about insurance. Certainly 
if this is going to be set up so we will have the same experience as we 
did in the early years of Federal crop insurance, we should get into it. 

Mr. MeIsrTReELL. Right. 

Mr. Mutter. Your fire-insurance rates vary from area to area, 


but within each area they also vary with respect to the type of 
structure. 


Mr. Metstretu. That is correct. 

Mr. Mutter. In other words, a frame building will get one rate; 
semifireproof, another, and fully fireproof another, and so on. 

Mr. MEIsTRELL. Yes, sir. 

Mr. Mutter. How about your wind insurance, does that vary 
within the area? 

Mr. Metstre.u. I don’t know the answer to that, Mr. Multer, 
but I believe it does. 

Mr. Movtrer. Will you try to get that information for us? 

Mr. Meistrety. 1 would rather have the insurance companies 
give you that information. 
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Mr. Mutter. Try to get for us the information as to whether or 
not wind, tornado, and hurricane insurance rates var y within the area. 
Mr. MEISTRELL. Right. 


(The following statement was later submitted for the record by 
Mr. Meistrell:) 


I understand from industry sources that fire insurance rates for cifferent 
localities within a rating juris“iction are not likely to be constant, but that 
windstorm rates within a rating juris’iction, on the other hand, are uniform, with 
two exceptions: (1) in eastern Texas the rates are cifferent than in inland Texas; 
and (2) in the southern Florida counties the rates are different than in the rest of 
Florida. 

Mr. Mutter. Another thing that I think we ought to spread 0 on 
the record here is the analysis of the crop insurance shows that losses 
though, again, of course, they presently insure each particular crop, 
each crop is separately ‘insured—but against all of these losses, in 
their analysis, they show that a minimum of loss is due to floods. 

If that is so there | think that might be well taken into account in 
convincing the insurance companies that they might have a good 
workable profitable program. 

It seems to me from the analysis that has been supplied to us that 
major losses were caused by drought. There were some substantial 
losses caused by excessive moisture, but the minimum losses seem to 
have been those caused by flood. Of course, in any insurance program 
we are going to go into I am sure there are going to be provisions made 
so that we are not going to allow the carrying of double insurance, 
at least not the payment of double insurance. So that if a man has 
crop insurance, or another kind of insurance, he is not going to be paid 
twice. I think that is standard procedure in all insurance. 

Mr. MeIstTRELL. That is correct. 

(At the request of Mr. Meistrell the following information was 
later submitted for the record by the Federal Crop Insurance Corpo- 
ration.) 

Most Federal crop insurance covers essentially all natural hazards. The 
attached charts show the causes of loss for which indemnities have been paid. 
Every time a loss is adjusted the adjuster estimates the percentage of the damage 
due to various causes. The attached charts are a compilation of that informa- 
tion. For each crop, the appropriate chart reflects the data for the period for 
which the crop has been insured. For example, the chart for wheat covers the 
period 1939-54; that for cotton covers the period 1942-54; and that for flax 
covers the period 1945-54. The chart for all commodities is a composite of the 
data for the several crops. The longer the period the less is the chance of the 
data being influenced unduly by severe losses of some type in one particular year. 
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Causes of Loss for All Crops Insured 
1939-1954 Crop Years 1/ 








Federal Crop Insurance Corporation Underwriting Division 
June 30, 1955 


1/ Includes only those counties in which insurance has been in effect in 
1948 or subsequent years. 
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Causes of Loss for Bean Crop Insurance 
1948-1954 Crop Years 


ez szay3O TTY 








Federal Crop Insurance Corporation 


Underwriting Division 
June 13, 1955 
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Causes of Loss for Corn Crop Insurance 
1945-1954 Crop Years 


Disease .2% 


Excess Moisture 
32.1% 








Federal Crop Insurance Corporation Underwriting Division 
June 13, 1955 
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Causes of Loss for Cotton Crop Insurance 
1942-1954 Crop Years 1/ 


Disease .o 
Frost, Freeze, Cold 
and Winterkill 2.0% 








Federal Crop Insurance Corporation Underwriting Division 
June 13, 1955 


1/ Includes only those counties in which insurance has been in effect in 
1948 or subsequent years. 
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Causes of Loss for Flax Crop Insurance 
1945-1954 Crop Years 1/ 


Excess Moisture 
36.1% 





Federal Crop Insurance Corporation Underwriting Division 
June 13, 1955 


Includes only those counties in which insurance has been in effect in 1948 
or subsequent years. 
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Causes of Loss for Multiple Crop Insurance 
1952-1954 Crop Years 






Combination and 
Other Causes 1/ Drought 
26.8% 55.7% 












Federal Crop Insurance Corporation Underwriting Division 
June 27, 1955 


1/ Loss resulting from more than one major cause. 
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Causes of Loss for Tobacco Crop Insurance 
1945-1954 Crop Years 





All Others 1.3% 
Pole Burn .7% 


Frost, Freeze, Cold 
and Winterkill 1.9% 








Underwriting Division 
June 30, 1955 





Federal Crop Insurance Corporation 
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Causes of Loss for Wheat Crop Insurance 
1939-1954 Crop Years 1/ 











Pederal Crop Insurance Corporation Underwriting Division 
June 13, 1955 


2/ Incluies only those counties in which insurance has been in effect in 
1948 or subsequent years. 
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Mr. Murer. A man cannot recover twice for the same loss, so any 
program we set up I am sure you will agree should have that kind of 
& provision in it against collecting double for the same loss. 

Mr. Metsrreiu. That is correct. 

Mr. Mutrer. I think we ought to try to straighten this out, too. 
I may have misunderstood you, but I think you said, during your 
direct testimony that you assumed, in setting up this program, partici- 
pation in the program by the Federal Government and by the State 
governments. I believe you meant by that participation in a payment 
of a part of the premiums; is that correct? 

Mr. Metsrretu. That is correct. 

Mr. Mu rer. Of course, we in Congress can determine whether 
or not there will be Federal participation, but how can we go ahead 
with a program, which is based on the assumption the States will 
participate, without knowing in advance that they will participate? 

Mr. Metstrevu. I think there is precedent for that, Congressman 
Multer. This is not the first program in which there has been a 
partnership in enterprise between the Federal and State Governments. 
While I cannot speak authoritatively, I believe there have been pro- 
grams in the past wherein the Federal Government has made available 
to States participation if they chose to come into it without determin- 
ing in advance whether all or some portion or some number of the 
States would participate. 

1 think in your unemployment and old-age insurance, and in 1 or 2 
other programs that don’t come to me at the moment, the Federal 
Government has said ‘‘We will do this, if you choose to do that,” 
without first determining what the “that’’ is. 

Mr. Mutrer. Yes; but when we wrote the unemployment-insurance 
law, we gave insurance to every American in certain classes, and then 
made additional provisions for State participation if they wanted to 
participate by taxing their citizens. That is different from this, unless 
I misunderstand you. 

Here you are saying, “We can set this program up if the States will 
participate.” 

Mr. Metstreti. Let me put it another way: Is it your thought 
that we should set up a program with all the figures that necessarily 
would be in it, and then say to the various States, “If you want to 
come in, this is what we will do,” and then get some indication from 
them, or is it better to do it the way we are proposing? ‘Here is the 
program. If you choose to come in, this is the condition upon which 
you are admitted.” 

That is a matter of emphasis. I don’t know whether it is better 
to do it one way or the other, but I am relying, to some extent, on 
what was done in the past, where the Federal Government did say, 
“Here is a program, if you want to come in, this is the price of admis- 
sion,”’ as against trying to develop this in the detail which I think 
would be necessary. 

Mr. Muurer. In your own agency you say to the various States, 
“We will match your grant, if you want a public housing program.”’ 
They decide whether they want it or not and, if they do, they put up 
their share of the money and the Federal Government puts up its 
share. 

Mr. Metsrreu. Right. 
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Mr. Mutter. Is it your idea that under this program we will say 
to the States, “Here is an insurance program, it applies in your State, 
if you will pay a percentage of the premiums’’? 

Mr. Metstrevu. Correct. 

Mr. Mutter. And if you don’t pay a percentage of the premiums 
you don’t have this insurance in your State? 

Mr. Metstrewu. Correct. That gives the States, the State legis- 
latures, the opportunity to elect whether the flood damage in their 
State is sufficiently important to their citizenry to want to come in, 
and it leaves out those States, which say—and properly so—‘We 
don’t have a flood condition in this State which is of sufficient impor- 
tance for us to undertake it.” It is optional with the States. 

I am reluctant, frankly, to say to all States, ‘““‘You have got to 
come in to this program. Your citizenry have to contribute to it, 
even though you don’t have any exposure.” 

Mr. Mutrer. I can see many objections to that. So many of our 
rivers, where we have had floods, border on or run through several 
States. In the August 1955 floods we had them covering the New 
England States, New York, and Pennsylvania. If one of those States 
says “I will come in,” and the other says “I will stay out,’’ what do 
you have in a situation like that? 

Mr. Metstre.u. Well, the State that chose to stay out stays out. 
Their people are unfortunately not going to be protected against this 
hazard, through this program. 

Mr. Mutter. But that also will mean, then, this: Let us take a 
typical instance that comes to mind. New York, Connecticut, and 
the bordering States, Pennsylvania, and the bordering States. One 
of them says, ‘‘We are coming in;” the other 2 say they are not, then 
the 1 coming in is going to have a much higher rate. Isn’t that 
what it boils down to? 

Mr. Metstrevu. No; the State that comes in will have a rate 
related to the degree of exposure and the degree of losses in that area. 

Mr. Mutter. But if the other two States come in you have a 
broader base. 

Mr. Metstre.Lu. Yes; then we can lower the rates. The more we 
get in the lower the rates. Quite true, But if two States decide they 
don’t want to come in, it is because they don’t think, in the interests 
of their people, that they want to make this program available to them. 

You know very well in this last New England flood some States 
through their State legislatures, contributed very generously. I 
think Connecticut appropriated some $36 million for the flood damage. 
Other States didn’t. And the Federal Government is called upon to 
contribute toward relief and rehabilitation without regard to the 
extent of participation by any one State, with the result that there 
has been, and I think properly so, some criticism that where States 
have had serious losses they shouldn’t call upon the Federal Govern- 
ment to foot the whole bill. They ought to put in something them- 
selves. 

But, unfortunately, that was not the case, and where you had 
these widespread disasters in a number of States, some said ‘We 
will put this amount of money up,” and some said, ““We don’t put 
up any.” 

New York State, if you will recall, Governor Harriman stated 
they had no money for the flood victims of that State, whereas in 
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Connecticut they put up $36 million. Yet they were both down 
here with their hats in their hands wanting the Federal Government 
to foot the bill. 

Mr. Mutter. That is the very point I make. 

Mr. Metsrrecu. All right; then I say to you 

Mr. Murer. Your program is going to put a premium on a State 
not participating, and instead of insuring, coming to the Federal 
Government for a handout? 

Mr. Meisrretu. You don’t have to give the handout any more 
than we have in the past. Under this bill 

Mr. Mutter. Let us be realistic about it. Do you know a single 
time in the history of this country that the whole country hasn’t 
turned to and helped out persons hurt by a catastrophe or disaster? 

Mr. Metstretu. That is quite true. This is not a substitute for 
that. We would do it under any circumstances. That is the American 
way of life. 

Mr. Mutrer. That is right. But if you say to one State ‘(Come in 
here and pay some premium and you will get some insurance,” and 
the other State sits back knowing that when the time comes we will 
go in and help them, they will stay out. 

Mr. Metsrrety. Yes; but let us define help. We will help any State 
within our means, the Federal Government will, that is, within our 
means, to take care of the emergency situations: food, shelter, and 
clothing, on a day-to-day basis. We are not talking about that here. 
We are talking about an insurance program, or a form of insurance, 
whereby in addition to the handout, which we all would get if we were 
in the flood area, from the Federal Government, or from the Red 
Cross, or some relief agencies, we would get that and we would expect 
that, but in addition this program says to you, “If you want to take 
out some added protection, and that protection is making you whole, 
if you want to buy that kind of protection, if you want to retrieve 
your losses, this is available to you. If you don’t want to come in, 
that is your tough luck. You haven’t chosen to do it, so if you have a 
loss you are going to have to take that loss yourself.” 

The Government doesn’t pay you when your house washes down 
the river. It doesn’t go out and buy you an automobile when it goes 
down the river, or a refrigerator or a TV set or your clothing, or any- 
thing else. That is gone. The Red Cross, and these other agencies, 
will give you temporary emergency help. 

Mr. Mutter. Let me ask you this: In these areas that suffered 
these floods, where FHA homes were wiped out by the floods, who 
is going to bear the loss? 

Mr. Meisrrevyi. The property owner. 

Mr. Mutrer. The property owner is going to bear the loss to the 
extent of his equity? 

Mr. Metstrrevu. That is correct. 

Mr. Mutter. Who is going to bear the loss to the extent of the 
amount of the unpaid mortgage? 

Mr. Meisrrevu. The mortgagor. 

Mr. Mutter. Who is going to bear that? 

Mr. Meistretit. Do you mean in a State that is not under this 
program? 

Mr. Mutrer. As of today, the 1955 floods, FHA insured homes. 
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Mr. Mersrre.u. If that home is gone, that man bears his loss to 
the extent of his equity, and he is also liable on the mortgage. 

Mr. Mutrer. Yes; that is right. 

What good do you think that debt is, what do you think it is worth, 
so far as its collectibility is concerned? 

Mr. MetstTre.u. It depends on who the man is. There are a lot 
of these individuals who had mortgages on their homes who are 
substantial citizens, and a lending institution might very well hold 
them to their liability under the mortgage, which means that if you 
had a business, they might take a deficiency judgment against you 
and go after it and collect it. 

Mr. Mutter. I think what you mean is that the Federal Govern- 
ment, FHA, would first pay the bank or the lending institution on 
the defaulted mortgage, and then take it over and they would do the 
suing? 

Mr. Metstreti. No; they would not, because under the FHA 
insurance agreement, unless that home can be turned over to FHA in 
substantially the condition it was in when the mortgage was entered 
into, FHA is exempted; there is no lability. 

Mr. Mutter. Do you mean FHA is not liable on these insured 
mortgages where the home has been wiped out by flood? 

Mr. Meisrrevu. Exactly. 

The CHarrMAN. That is not the same as the VA mortgage. 

Mr. Meistrretu. No; the VA mortgage is different. 

Mr. Murer. What happens there? 

Mr. Meistre.tt. Under VA they guarantee the loan, and FHA 
insures it. 

Mr. Mutrer. On the VA loans the Government will take the loss? 

Mr. Metsrretu. That is correct, under VA. 

Mr. Mutter. I think you will agree that in most instances where the 
homeowner is a wage earner he will never be able to pay the individual 
liability for the unpaid amount of the mortgage where his home has 
been wiped out by a disaster? 

Mr. Meistre.wu. I think that is a fair assumption. 

The CuarrMan. It will take a legislative enactment for the States 
to participate in this, will it not? 

Mr. Metsrrewu. Yes, it would, Chairman Spence, in most States. 

The CuarrMan. That will be some time before you can get that, 
will it not? 

Mr. Metstre.u. No, if this bill should be enacted during this session 
of Congress, 45 State legislatures meet in January early in 1957, and 
they could take appropriate action at that time. 

The CuarrMan. There are some of them that don’t? 

Mr. Metstretu. I think only three which do not meet early this 
coming year. And those States are in session at this time. So that 
between now and January 1957, all States will have had a legislative 
session. 

Mr. Parman. Aren’t you mistaken about that? Between now and 
January 1, 1957, all legislatures will have had a session? 

Mr. Metsrreiu. Perhaps I stated it incorrectly. In January of 
1957, 41 State legislatures will convene, and shortly thereafter legis- 
latures will convene in 4 additional States. 

Mr. Parman. But I understood you to say that between now and 
January 1, 1957, all State legislatures will have had a session. 
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Mr. Merstretu. No, I didn’t mean that. 

Mr. Patman. You meant 1958? 

Mr. Mersrre.u. That is correct. 

Mr. Mutter. In view of your statement as to the FHA mortgage 
liability of FHA as an insurer, is there any doubt in your mind that 
if an insurance program like this was set up that every lending insti- 
tution that had FHA mortgages would insist on their mortgagors 
taking out this insurance? 

Mr. Metstrretu. Yes, I think there is a doubt. FHA today does 
not make it a condition precedent to their insurance 

Mr. Mutter. There is no liability if the property is wiped out? 

Mr. Metsrreuu. That is correct. 

Mr. Mutter. What about the lender, though, whose mortgage is 
insured, provided the property is still there? 

Mr. MetIstTRELL. So it is up to the lender to determine what forms 
of insurance he wants and under what conditions. 

Mr. Mutter. That is precisely my question. 

Mr. Metstretyi. That is why practically all lending institutions 
require fire coverage. 

Mr. Mutter. And the incidental coverage? 

Mr. Meistrety. And the extended coverage, as you indicated 
before. Whether or not lending institutions would say to borrowers 
you have got to take out flood insurance, as a universal proposition, 
I doubt, because I can imagine many lending institutions where flood 
insurance would not particularly be desirable or necessary. 

Mr. Mutter. Don’t you think it is safe to say that after an analy- 
sis of the damage from the floods during the last 8 months that where 
there is any substantial loss on these FHA insured mortgages by the 
banking and insurance institutions, that the State superintendents 
of banks and insurance would insist that they take out this insurance 
if it becomes available? 

Mr. Metstrewu. Possibly, but I am reluctant to say, Congressman 
Multer, that the State insurance departments, or even the lending 
institutions themselves, would require a borrower to take out flood 
insurance if there wasn’t some reasonable probability that that loss 
would arise. 

The CuarrMan. How would they force him to do it? Say he has 
a contract with a 20-year maturity. How can they put an additional 
burden on him? 

Mr. Mutter. His contract now requires any insurance that may 
be reasonably required, and in any place which is in a flood area it 
would be reasonable for him to require it. 

The CuarrMan. It would have to be available and reasonably 
priced, both. 

Mr. Wotcorr. That is New York law. 

Mr. Mutter. I think you will find it is the same throughout most 
of the States. 

The CuarrMan. I don’t think you could change a contract and in- 
clude that provision unless it already provided for it. 

Mr. Mutrer. That is correct. 

Mr. Meisrrety. Of course, you know that lending institutions 
exercise a degree of underwriting judgment as to whether or not they 
want to make a mortgage loan, and, interestingly enough, in the 
Connecticut Valley area, very few of the lending institutions had 
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mortgages on homes which were in the path of greatest exposure, 
which would indicate that they didn’t choose to go into that type of 
loan. 

Now, if you require the lending institutions to compel a borrower to 
take out flood insurance, you in effect are encouraging construction 
and maintenance of buildings in areas where there shouldn’t be any. 

Mr. Mutrer. Hasn’t FHA refused to issue certificates in some of 
these areas which were flooded in the last 8 months? 

Mr. Merstretu. | don’t know, Mr. Multer, but I would imagine 
they have, yes. That is just good business. ‘They wouldn’t insure a 
loan, taking an extreme case, if there was a structure in a flood plain 
where the reasonable probability of destruction was 90 percent—l 
don’t think it would be good judgment for them to go in and insure ¢ 


< 


loan in that area. I don’t think a bank would make the loan to begin 
with. 

Mr. Mutrer. One other matter and I will be through, Mr, 
Meistrell. 

My bill, like many others, vests jurisdiction in your agency. I 
think the administration bill also vests it in your agency. ‘Tell us, if 
you will, why your agency, rather than an independent agency or some 
other agency of Government, can do a better job with this program? 

Mr. Metstrevtu. We have no strong feeling about this, Congress- 
man Multer. If in the wisdom of this committee they should deter- 
mine that some other agency was better qualified, or perhaps could do 
a more effective job, we certainly would want that done. 

The reason the Housing and Home Finance Agency was mentioned 
as the one to undertake this program was due, | think, to several con- 
siderations. The first is that by far the greatest protection to be 
afforded is to the homeowner, the small-home owner. We are not too 
much concerned with big business. They can take care of themselves. 
But we hope to develop a program to take care of the individual home- 
owner and the small business, and because of that the Housing Agency 
lends itself to the insurance aspects of the program because they have 
the actuarial skills, they have operated established mortgage insurance 
programs traditionally, they have the planning, the deve lopme nt, and 
redevelopment skills ‘that have been amassed over the years in con- 
nection with the various programs that they administer, and, I think, 
of the various agencies of Government with which I am familiar the 
Housing and Home Finance Agency lends itself more readily to taking 
on this type of a program. 

But I do want to make it clear that we have no feeling of priority. 
We would much rather that this committee, in its wisdom, select the 
agency. 

Mr. Mutter. Do you think it would be feasible at all to divide the 
program into two parts so that the home insurance program would 
be in your agency and the business insurance program in the Small 
Business Administration? 

Mr. Metstrevu. I do not. I think you complicate the situation. 
You are making 2 roses grow where 1 grew before. If you are going 
to have the program, tie it together, fix the responsibility, fix the costs, 
fix the economies of operation, in one agency. You cannot have 2 or 
3 different agencies all dabbling around in the same pool, and I would 
certainly oppose having 2 or 3 different agencies piecemeal their 
operations. I think in the interests of economy, in the interests of 
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efficiency of operation, in the interests of uniformity of policy inter- 
pretations, ratemaking, and that sort of thing, it ought to be in one 
agency. Where it is, is another matter. 

Mr. Mutter. I am in agreement with you. 

That is all, Mr. Chairman. 

The CuarrMAN. That is what we have told the people, that we are 
going to try to give the modest homeowner who needs the protection 
the most some insurance against floods. That necessarily means that 
we are going to have to evolve a rate he can pay. I wouldn’t like to 
go home and tell my people that we have got the solution to that 
problem unless I knew what he would have to pay to get it. 

Mr. Metstrevi. Chairman Spence 

The CuarrMaN. I realize it is a difficult question, but I certainly 
would like to be able to go to my people, who have suffered from 
floods through the years for a century, ‘“‘We have got an answer to 
your problems now, the Government is going to furnish you insur- 
ance at a reasonable rate, at a rate that you can pay.” But if I told 
him that and he didn’t get it, he would be deeply distressed and would 
want to be retributive toward me, I think. 

Mr. Merstre.u. I think, Chairman Spence, we are all thinking 
along the same lines. We are all extremely interested in making some 
form of protection available to the small property owner, the small- 
home owner, and the person who can least afford to take on these 
losses. 

The CuarrMAN. But from all the testimony today I gather that in 
the areas where it is mostly needed, where there have been more re- 
curring floods, the rates will be so high that the average man will not 
be able to pay them. 

Mr. Metstre.u. I would hope that that did not occur, because, if 
it did, we are defeating our program. There isn’t any sense in under- 
taking this program, and going through the labor pains, and then 
putting it up as a program for the people that you and I are interested 
in helping, and then making it prohibitive in cost so that they are not 
able to buy it, and I would very strongly hope to achieve an end 
where we can give some protection, which is more than they are get- 
ting or can get today, at as low a price as it would be possible to de- 
velop. What that price is requires so much study and analysis of 
data that we have not been able to do it. 

The CHarrRMAN. You haven’t been able to approximate it at all? 

Mr. Metsrretu. Other than the two illustrations that I gave in 
my statement on Wednesday; no, sir. There are only these studies 
that I referred to that are available. Perhaps the insurance in- 
dustry will have a more informed opinion than I. 

The CuarrMAN. You know that the question asked is going to be, 
“What is it going to cost?” 

Mr. MerstReLL. Exactly. 

The CuarrMan. That is the real thing which is going to make it a 
success for the home owner. 

Mr. Metstretu. Well, you have so many intangibles to deal with 
that it is extremely difficult to come up with a rate without a proper 
evaluation. 

For example, no one now could possibly foretell how many policies 
would be sold, nor for how much coverage, and until you have some 
idea of the spread it is difficult to say how much a premium would be. 
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The CnarrMan. But that spread is going to be based entirely on 
the rate? 

Mr. Meisrre.tu. That is correct. 

The CuHarrMAN. Are there further questions? 

Mr. Parman. Mr. Chairman. 

The CuarrMan. Mr. Patman. 

Mr. Parman. How do we get around the charge of socialism in 
sponsoring a program like this? 

Mr. MEIstTRELL. Well, socialism is a rather difficult term to define. 
If you mean by socialism the Federal Government going into a new 
field on an experimental basis, then we have committed that sin 
many times. 

Mr. Patman. I know, we have been criticized for it, too, many 
times. 

Mr. Wo.cort. This is on an experimental basis. 

Mr. Patman. Do you mean that is the difficulty? 

Mr. MetstreELL. Congressman Patman, when the Federal Housing 
Administration was first conceived, back in the early thirties, and at 
a time when this country was in a very serious economic depression, 
I think that cry went up at that time. 

Mr. Patman. Do you mean the Home Owners Loan? 

Mr. Merstreuu. No; I am talking about the Federal Housing 
Administration. 

I dare say that few if any people today would voice the opinion 
that it was socialistic. 

Mr. Patman. Anyway, you don’t think this is socialistic? 

Mr. Metstre.u. | do not. 

The CuHarrmMan. The Federal Deposit Insurance Corporation was 
considered socialistic. 

Mr. Merstretu. Also the Reconstruction Finance Corporation, 
Home Owners Loan Corporation, Federal Crop Insurance, old age 
insurance—many, many ventures undertaken by the Federal Govern- 
ment, which would never have been conceived had we even remotely 
entertained an idea that it was socialistic and therefore bad. 

Mr. Patan. I am glad to hear you say that. I have said that a 
great deal. But coming from an administration spokesman, it sounds 
a lot better. 

Mr. Metstrevu. Thank you, sir. 

Mr. Patman. In this bill it is up to the States, isn’t it? 

Mr. MEISTRELL. Yes, sir. 

Mr. Parman. They will have to do it. 

Mr. Mestre. They will have to contribute toward the premium. 

Mr. Patman. And you cannot go into it unless the States have be- 
come a part of it and agreed to contribute. 

Mr. MetstreE.Lu. Correct. 

Mr. Patman. Are you asking Congress to take action quickly on 
this bill or are you expecting some delay? 

Mr. MetstrELu. I would assume that in view of the recent floods, 
both in the East and West, that the public interest ought to be recog- 
nized and some effort made to meet it promptly. 

Mr. Patman. However, since the States have to respond, it could 
not be effective until early next year, could it? 

Mr. Metstre.u. Well, unless States had special sessions to act on 
that prior to next year, or unless the States have some inherent power 
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through their budgetary procedures, to commit themselves for some 
portion of their financial contribution. 

Mr. Parman. Does the bill require that a certain number of States 
participate before it is effective? 

Mr. MeErIstrELL. No, sir. 

Mr. Parman. One State would be sufficient. 

Mr. Metsrre.u. One State would be sufficient. 

Mr. Parman. One State would be sufficient. 

Mr. Metsrre.u. Yes, sir. 

Mr. Parman. Have you considered constructing dams and con- 
trolling the waters in these areas, rather than creating an agency to 
insure the people against loss? 

Mr. Metstrevu. Yes, sir; we have. The Government, for some 
period of years now, has been engaged in flood control. flood preven- 
tion, through dam construction. I think it is a very costly under- 
taking and necessarily is limited by the amount of appropriations 
that Congress makes available. 

Flood control and the erection of dams is going on constantly. I 
think the States could do a great deal more, not only in that area, 
but I think they could do a great deal more in zoning and flood plain 
control, so as to discourage, to the extent reasonably proper, the 
erection of private homes and even industrial establishments, in 
areas that are subjected to these hazards, recognizing, of course, that 
there are some parts of the country where zoning is not proper due to 
the fertility of the land—Mississippi, and parts of the Ohio River, 
and Missouri River—there are parts of this country where floods are 
very welcome because they deposit silt and soil which make the lands 
very fertile and of course in those areas States would probably not 
choose to zone. 

Mr. Patman. The thinking is, I believe, on one side, that we 
should have an insurance provision to ptorect these people, and on 
the other side that we should construct dams and reservoirs and 
have flood control projects, so that the devastating floods will not 
occur. Is that your understanding too, that there is a division of 
thought on it, that some would like to go via the insurance route and 
others would like to go via the dam-flood control route? 

Mr. Metstre.u. I don’t think the cleavage is to that extent. 
I think the intent would be to continue flood control and flood preven- 
tion, but until that program is sufficiently far along, there is 
this interim period where we ought to try to take care of people that 
are not in the areas where flood control has been sufficiently advanced. 

Mr. Parman. I can’t understand why the New England people 
would not jump ai this opportunity to have another TVA up there. 
A lot of their mills are going out, and they claim that the TVA is 
the cause of it. I think that if the people in New England wanted 
an authority up there, the southern people would vote for it—I know 
I would—with—for the principal reason of trying to prevent devas- 
tating floods, and utilizing that water for the production of electricity, 
without going into the question of distribution of such electricity. 

Mr. Meisrre.u. Of course in the bill there is a special provision 
that the agency would be required to coordinate their insurance 
activities with flood prevention and flood control and attempt to 
coordinate the various programs, with the objective of accomplishing 
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flood control as expeditiously as possible, because the more that is 
done, the less need there is for insurance in those areas. 

Mr. Patrman. How do you divide the premium? ‘Take a person 
with a $10,000 home, and say he wants insurance against flood damage. 
How would that premium be divided? How much would he have to 
pay in comparison to what the State pays and what the Federal 
Government pays? Would that be broken down? 

Mr. MerisrrRe.u. Yes, sir; the formula in the bill is that the indi- 
vidual homeowner would pay a minimum of 60 percent of the pre- 
mium, and the State and Federal Government would contribute 
equally the other 40. 

Mr. Parman. Who would fix the rate? 

Mr. Metsrretu. The rate would be fixed by the Administrator. 

Mr. Parman. You mean the Federal Administrator? 

Mr. MeISsTRELL. Yes, sir. 

Mr. Parman. And the States would have to accept the rate that 
the Federal Administrator fixed? 

Mr. Metsrreu. Yes, sir. 

Mr. Parman. Do you have any idea how much that rate would be, 
say in Connecticut, where they had a flood? 

Mr. Meristrretyi. Unfortunately, we do not, Mr. Patman. 

Mr. Parman. You wouldn’t know? 

Mr. Metsrreiyi, Not at this moment, no. 

The Cuarrman. Are there further questions? 

Mr. O’Hara. Mr. Chairman. 

The Cuarrman. Mr. O'Hara. 

Mr. O’Hara. As I understood from your answers, you regard as 
probable, in the event of adoption of this program, that in certain 
areas the lender would require of the borrower coverage of insurance 
of this type? 

Mr. Merstre.vu. I don’t know whether they would or not. If the 
insurance were available, that would be a matter of independent 
judgment by each lending institution, as to whether they wanted to 
require it. 

Mr. O’Hara. Well, you would say—and I think you did say— 
it would be done if it was an area where there had been floods in 
the past, and the lender thought there was possibility of recurring 
floods, that it would be good business? 

Mr. MetstTreE.u. Yes, sir; | think that would be good business. 

Mr. O’Hara. Then the borrower would be forced to take out the 
insurance, or else not get the loan? 

Mr. Metstrewu. That is correct. 

Mr. O’Hara. In certain areas the rate might be prohibitive; is 
that right? It might be so large the borrower couldn’t afford to 
take it. 

Mr. Metstretu. Conceivably that might be the case. 

Mr. O’Hara. Wouldn’t it, then, in that area, result in a reduction 
in home building because the added cost would bring payments 
beyond a man’s means to carry? 

Mr. Meistreuu. Yes, sir, that would apply, Mr. O'Hara, equally 
with respect to fire hazard. If we knew what the rate was going to be, 
I could much more intelligently answer your question, but conceiv- 
ably—— 
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Mr. O’Hara. You are hitting directly at what I had in mind. We 
have not the slightest inkling of what the rate will be. In the matter 
of fire risk, the public knows now the rates, in any area, isn’t that 
correct? 

Mr. MEIsTRELL. Yes, sir. 

Mr. O’Hara. But in this matter he has no idea at all of what the 
rate may be. 

Mr. Metstre.u. Only the two illustrations that I gave on Wednes- 
day when talking about it. Apart from that, no. We have no ac- 
curate data at this time upon which I could tell you what the rate 
would be in Chicago or Albany or Los Angeles or any other part of 
the country. 

Mr. O’Hara. Then how can I, as a member of this committee, 
vote intelligently on this measure? I don’t know what the rate is 
going to be. The rate may be so large that nobody can take advan- 
tage of the insurance offering. 

Mr. Meistrrevu. Well, like any form of insurance, the rate has to 
be related to the probable losses in that area. 

Mr. O’Hara. How much money would it take to make a study of 
the rate so that within 30 days you or some other representative of the 
administration could appear before this committee and tell us what the 
rate would be in these areas? How much money would it take to do 
the job in 30 days? 

Mr. MetstreLut. We could undoubtedly take some samplings for 
specific areas of flood exposure, and I would ask the fire rating bureau 
to undertake such a function, because to approach it afresh, without 
the facilities that are now available, I think would be quite costly. 

Mr. O’Hara. | want to be helpful, but as a member of this com- 
mittee I do not want to be in the position of voting on this measure 
until I have some idea of what the rates are going to be. 

Our chairman has pointed out that he is concerned about the same 
thing. And as the legislatures do not meet, most of them, until next 
January, | would think we could consider this very much more intelli- 
gently, and that the administration would desire to do it that way, to 
wait 30 days and then come up with at least some approximate idea 
of what the rates would be. 

Mr. Metstrevu. As I explained, Mr. O’Hara, in the early part of 
the afternoon, we would hope to make available coverages in relation 
to what people could afford to pay, and for that reason we have made 
the bill as flexible as possible; through adjusting the minimum de- 
ductible, through adjusting the 10 percent adjustment on losses, 
through coinsurance features, we would hope to be able to make cover- 
ages available on a broad base and at a price that people could pay, 
but when you ask me what the rate would be on a specific piece of 
property in a specific location, without making a number of assump- 
tions, and without knowing the frequency and severity of flood damage 
in that area, it is not possible for me to tell you, even within a maximum 
and minimum, what that rate would be. 

Also, the number of persons that would participate in this program 
would have a very substantial effect upon the rate. The more get 
into it, the lower the rate would be. And to undertake the study that 
you are suggesting might not be able to be done in 30 days, and we 
would have to undertake to do it in a few limited areas, and then I 
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don’t think you would have sufficiently reliable information to 
generalize 

Mr. O’Hara. This is what is concerning me: This insurance, in 
any State that has gone under the program, would in all probability 
be made compulsory on a man borrowing money to build his home. 
Otherwise, the lender wouldn’t lend him the money. And at a time 
when we are trying to bring down the cost of homes, that would 
increase the cost of building the home. 

Mr. Metstretu. Of course the converse is true today. The fellow 
can’t get money at all today to build a home in a flood area. 

Mr. O’Hara. Thank you very much. 

Mr. Boiron. Mr. Chairman. 

Mr. Mutter (Acting Chairman). Mr. Bolton. 

Mr. Botton. Under the reinsurance feature, who determines the 
rates, the private insurance carrier or your agency? 

Mr. Metstreuu. Under the reinsurance program, there is no sub- 
sidy whatsoever, and if carriers wanted to reinsure some portion of 
these flood risks, the premium that the carrier would pay the Govern- 
ment would be determined by the Government, though the reinsur- 
ance business is a very complex and a very difficult type of business, 
in which the coverage and the rates are determined by negotiation. 
There are no published rates, and there are no manuals of rates that 
you can look at and determine what a reinsurance premium would be. 
It is largely a matter of private negotiation. So that the Federal 
Government would determine a reinsurance premium, but the bill 
provides that the reinsurance premium shall be sufficient to take care 
of the lability that the reinsurance treaty would impose. 

Mr. Botron. Do I understand the mechanics right? Suppose A 
has a business property, that a private insurance company can take 
that insurance and pay the Government for the reinsurance, is that 
it? Is that what reinsurance means under his policy? 

Mr. MEIsTRELL. Yes, sir, an insurance company could write flood 
risks and they would fix whatever premium that they thought was 
proper in view of that type of operation. 

Mr. Botton. That is what I am getting at. 

Mr. Metstreuu. That is right, they would fix a premium, without 
regard to our indemnity program. 

Mr. Botton. What | am getting at is they would have to take into 
account the same hazards, the same conditions that you would. 

Mr. Metstrevy. That is correct. 

Mr. Botton. So that if you gradually work into this reinsurance 
program, as you stated you would try to do in your statement, the 
insurance companies could be very helpful in charting the way so far 
as fixing rates would be concerned. 

Mr. Merstrre.tu. That is correct. 

Mr. Bouton. In other words, you wouldn’t be left alone so far as 
deciding what the rates would be. You should have the cooperation 
of the insurance companies. 

Mr. Meitstreti. That is correct. 

Mr. Botton. So you wouldn’t be going into it blind, as Mr. O’Hara 
might say. 

Mr. Metstretui. Oh, no. We would have all of the facilities and 
the background of experience of the insurance carriers. In addition, 
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they have indicated that their rating bureaus throughout the country, 
and their framework of operation and their facilities would be avail- 
able to us to work out these projected rates. So that we would not 
be starting entirely without some raw material and basic data to 
work from. 

Mr. Asuiey. I was interested in what you were saving a few 
moments ago about the relationship between flood control and the 
proposed insurance program. 

Would vou say that the presence or absence of flood-control projects 
on rivers and lakes in various sections of the country would affect the 
rates in that particular locality? 

Mr. Metstretyi. Materially so. 

Mr. Asuiey. I would agree with you on that. 

Now, I wonder if you have taken any cognizance of the fact that 
there have been some very strange interpretations as to how far the 
Flood Control Act of 1936 extends? Specifically, I wonder if you are 
aware of the fact that at the present time it is the thinking of the 
Bureau of the Budget that the Flood Control Act of 1936 does not 
warrant the authorization or construction, with Federal money, of 
flood-control projects on the Great Lakes. 

Mr. Meistrevy. I am not familiar with that specific provision in 
the act. 

Mr. Asuiey. Would you agree that inasmuch as the rate structure 
in the Great Lakes area would vary considerably depending on whether 
or not that area comes within the purview of the Flood Control Act 
of 1936, it would be incumbent upon Congress to reestablish its intent 
in that regard? 

Mr. Meisrreuu. I don’t think that would affect this bill one way 
or another. 

Mr. Asuuey. But it certainly would affect the rates in the Great 
Lakes area, would it not? We can take as an example the Reno Beach 
area on Lake Erie, which has been vulnerable to the rising levels of 
Lake Erie, which have risen nearly 5 feet in the last 2 or 3 years. 
Yet because the Bureau of the Budget has said that the Flood Control 
Act of 1936 does not authorize the expenditure of Federal funds on the 
Great Lakes for flood-control projects, that area has been for all intents 
and purposes at the mercy of the elements. 

Now, the rates for landowners in that particular area, at the pres- 
ent time, would be considerably higher, would they not, than if it 
were clear that that area did come within the purview of the Flood 
Control Act of 1936, and projects which have been authorized by 
Congress might then be considered for inclusion in the President’s 
program? 

Mr. Metsrretu. Well, the rates for that area would be determined 
on the basis of probable losses, and, as flood-control projects are 
developed, and the exposure to loss reduced as a result, the rates 
would reflect that decrease in exposure and necessarily be lower, and 
to the extent that flood-control programs become effective the need 
for insurance decreases and the rates necessarily would go down. 

Mr. AsHuey. So that you would agree substantially with the point 
that I am making, wouldn’t you, sir? There is nothing complicated 
about it. If that area comes within the purview of Federal help, 
and thereby projects are constructed which would tend to reduce the 
loss, the rates would go down? 
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Mr. Metstre.u. That would follow. 

Mr. Asuuey. Yes; that is all, Mr. Chairman. 

Mr. Mutter. Mr. Meistrell, I would like to refer to the question 
of reinsurance for a moment. 

Have you had any indication from any of the insurance companies 
as to whether or not they would participate in a reinsurance program? 

Mr. MgEIstrRELL. Yes, we have. Some of the carriers have in- 
dicated an interest in the program, but it depends again on how we 
finally conclude some of the problems we have been discussing. They 
are interested in the reinsurance aspects of it, ves, sir; but we get into 
the coverages that would be available, rates that might be charged, 
and that sort of thing. But I think the carriers would participate in 
reinsurance, if for no other reason than to get somebody of credible 
experience behind this, so that they could have a little more premium 
loss experience available to determine from their own viewpoints 
how feasable a program flood insurance would be from their stand- 
point. 

Mr. Mutrer. Well, now, reinsurance, by and large, today, is 
carried on by the insurance company that writes the line in the first 
instance, having another company or companies take over either all 
or part of the line, and paying to the reinsuring company a part of 
the premium, reserving to themselves enough at least to cover the 
cost of the writing and processing and servicing of the insurance. 

Mr. Mrisrrewu. Right. 

Mr. Mutter. Except in rare instances the insurance companies 
do not reinsure paying a larger premium for the reinsurance than they 
themselves collect. 

Mr. Mutsrrexu. That is correct. 

Mr. Mutrer. In some instances they reinsure where they want to 
keep within the limits of their aggregate insurance, in other cases they 
reinsure where they want to spread the risk; am I right? 

Mr. Mrisrrevu. That is correct. 

Mr. Mutter. Have you had any indication here as to whether or 
not the insurance companies, if they participate in this insurance 
program, will write the insurance and then try to lay off the entire 
liability, that is reinsure for the entire liability they have written? 

Mr. Meistrevu. That, I think, would be rather difficult for them 
to do insofar as 40 percent of the premium would be paid by the State 
and Federal Government under the direct assumption of risk; and, 
in addition, the Federal Government is absorbing solely the adminis- 
trative costs. So that if they write the insurance directly they would 
have to charge a premium much higher than the premium that would 
be paid under this program. 

Mr. Mutter. There would be no State or Federal participation if 
they wrote the insurance? 

Mr. Metsrrevu. That is correct, there would be no subsidy pay- 
ments where the private carriers take the direct liability. 

The CuarrMan. Thank you very much, Mr. Meistrell. 

The committee will adjourn until Wednesday at 10 o’clock. We 
had hoped to hear Mr. Barnes tomorrow, but, unfortunately, on 
account of the weather, he has not been able to get back in time. He 
is delayed on business in Illinois. 

So we will now recess to reconvene at 10 o’clock Wednesday morning. 

(Whereupon, at 4:20 p. m., the committee adjourned until Wednes- 
day, February 1, 1956, at 10 a. m.) 
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WEDNESDAY, FEBRUARY 1, 1956 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Howse Orrice BuILpING, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, and Messrs. Brown, Patman, Multer 
O’Hara, Kilburn, Widnall, Betts, McVey, Hiestand, Nicholson, and 
Bolton. 

The CuarrMan. The committee will be in order. 

We will resume the hearings on disaster insurance. 

This morning we have some of our colleagues who will give us their 
ideas on this very involved problem which has been submitted to us. 
And I may say to you that the chairman of this committee has a very 
deep interest in working out some solution. The district I represent 
extends along the Ohio River for a distance of 300 miles, and I presume 
we have been the victims of floods more often than any other section 
of the United States. In the last 90 years there have been approxi- 
mately 45 major floods, and it is a question in which my constituents 
have a very deep interest. I hope we can find some solution to the 
problem and furnish them insurance at a cost which they can pay, 
and that question has not been solved yet. We have heard many 
witnesses on the subject, and I couldn’t go home and say to my 
constituents that if I do what they want us to do now that we are able 
to offer you insurance at a cost which you can pay. 

However, we are very glad to have your views on the subject, 
gentlemen, and I hope that before we are through with this matter we 
can come to some satisfactory solution of this difficult problem. 

The clerk will call the first witness. 

The CrLerx. Mr. Chairman, the first witness is Hon. Thomas J. 
Dodd, Member of Congress from the State of Connecticut. 

The CHartrman. Mr. Dodd. 


STATEMENT OF HON. THOMAS J. DODD, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CONNECTICUT 


Mr. Dopp. Mr. Chairman, members of the committee, I am grateful 
to you for this opportunity to be heard. 

The CHatRMAN. We are very sympathetic with you for the disaster 
which has befallen your constituents. 

Mr. Dopp. Thank you, Mr. Chairman, I won’t take the time of the 
committee to talk about the disaster which afflicted my district and 
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indeed much of Connecticut and much of New England. I think 
that story is well known by now. Except to say that we suffered not 
only in August, but we suffered again in October. 

Actually, my interest in this problem of insurance against floods and 
tides, and other types of natural disaster, arose after the 1954 hurri- 
cane. At that time there was considerable damage suffered along the 
Connecticut coastline, and in a casual way I discovered what I had 
not known before, that property owners on that coastline of Con- 
necticut—and I am sure it is true of Rhode Island, Massachusetts, 
New Hampshire, and Maine—were not able to buy insurance against 
damage suffered from wind and wave. 

Consequently, last March I asked the Legislative Counsel to work 
with me on a program of Federal insurance, on a bill for insurance 
against this type of loss, and I received very much assistance and 
help, and I want to give credit this morning for that work and help. 

At that time I talked with representatives of the insurance industry, 
both in my own district, in Hartford, and as well with insurance 
representatives from other places. Some of them came to my office 
in Washington last March; and we talked this matter over at that 
time. I did not introduce a bill last spring, because I thought I 
could do more work on the subject, and I decided to let it go over 
until the second session of this Congress, but in the meantime this 
flood occurred, and so I did introduce the bill, as you know, on the 
first day of this second session. 

Now, the bill which I have introduced, Mr. Chairman, is in most 
respects, similar to the other proposals which have been made; that 
is, it provides for what I call the traditional type of insurance against 
loss and it provides for reinsurance by the Federal Government, or 
insurance backed up by the Federal Government. But it does some- 
thing else: It offers a new type of insurance in the form of a 
guaranteed loan. 

The plan is essentially this: It provides that an individual, or a 
corporate entity, can purchase an insurance policy at a low premium 
rate, in which the Government gives the policyholder an absolute 
promise, a contractual right, to a non-interest-bearing loan, in the 
event of loss through natural disaster. 

Now, this absolute contractual right to obtain such a loan would 
give the policyholder the means by which the destroyed or damaged 
property could be promptly restored. The primary loss would ulti- 
mately lie on the individual, but through this loan provision the loss 
could be spread over a long period of time. 

In order that the Government will not unduly enter the banking 
business, this bill provides that the money shall be borrowed from 
private lending agencies, with the Government acting as guarantor 
and paving the interest. If the loan for some unforeseen reason 
cannot be had through a private lending agency, then, and only then, 
the Government will make the loan directly, and charge no interest. 

Thus, under the plan a man owning a small factory, for example, or 
a business of any kind, destroyed or damaged by flood, and left with 
only good will—and, believe me, Mr. Chairman, and members of the 
committee, we had several such cases in my district—left only with 
good will and know-how, such an individual would be provided for, 
as a matter of contractual right, with the means to promptly put these 
only remaining assets, good will and know-how, back into operation. 
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And the repayment of the loan could be made over an extended 
period of time, and thus the burden of restoration would be spread out. 

The risk the Government would be taking under such a plan would 
be the obligation to pay the interest on loans that would be made 
under the policies, and, of course, in its capacity as guarantor to 
make good on any defaulting loans. 

Now, I think such a type of insurance could be sold at a low rate 
which would otherwise not be available in any form of insurance. 

From what I have been able to learn, the great problem here is how 
to find a wide enough base for an insurance program of this kind, so 
that the premium rate will be moderate. 

From all I have been able to learn, the base, on traditional insurance, 
apparently would not be wide enough to provide insurance at a reason- 
able rate, or at a rate which people could pay. But this loan policy, 
I think, would make it possible to sell this insurance at a low rate, even 
without a wide base. 

The CHarrMAN. What would you call a low rate? That is what 
we have been trying to find out. We have been told that surveys 
have been made on two towns. One is Martins Ferry, Ohio. 

What is the other town, Mr. Clerk? 

The Ciark. The other town is in Massachusetts, but has not been 
specifically identified for us. 

The CHarrMAN. Well, they said the cost would be $115 to $620 a 
year for a $10,000 policy. The insured would pay 60 percent of that 
which would be $69 to $372. I think that would be prohibitive. 

Mr. Dopp. I do, too. 

The CuarrmMan. What would you consider would be a reasonable 
rate? 

Mr. Dopp. I don’t know as I could cite a figure which I would 
consider to be reasonable because it is an underwriter’s problem. 

The CuarrMan. It has to be worked out, that is true. 

Mr. Dopp. I am not an insurance expert. But I am sure this 
information can be obtained. It seems to me that this loan-type 
insurance will cost less; among other factors, the insurer will not have 
to pay out cash on proof of loss. If you get a large loss, at a specific 
time, you have to pay out a large amount of money at once. You 
don’t have to do that in this program because you give the policy- 
holder a contractual right to borrow money from a private lending 
institution. 

Mr. Mutter. You don’t mean the agency will not have to pay it 
out? It will have to be paid out. But it will eventually be repaid? 

Mr. Dopp. No; I mean exactly what I said. It does not have to be 
paid out in one chunk by the insurer. Because under this program a 
private lending agency pays it out. The policyholder goes to a bank 
with his policy and borrows the money. 

The CHarrmMan. Who will pay it when the loan is made? 

Mr. Dopp. The insured will get his money from the private lending 
agency. 

Let me spell it out: Suppose I have this type of loan policy, in 
which I am guaranteed the right to borrow $10,000 on proof of loss. 
Instead of gettmg $10,000 in cash my policy says on proof of loss 
I can go to any bank and borrow $10,000, without interest, to be paid 
back over a period of time. If I suffer a loss I can go to a bank and ask 
to borrow $10,000. The bank would not be likely to refuse the loan 
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because in the event the borrower failed to repay the loan, the 
Government as guarantor would pay it. 

The CHatRMAN. Who pays the interest? 

Mr. Dopp. The Government. 

Mr. Berrs. Who pays back the loan to the bank? 

Mr. Dopp. The insured; over a period of time. 

The CuarrMan. Are those loans secured by mortgage? 

Mr. Dopp. I think they could be. I haven’t spelled out this de- 
tail, but certainly I think they might very well be. I think adequate 
protection could be given, but I think people will pay it back. And 
I think they would much prefer to feel that they have got something 
here that they are entitled to, that they paid premiums for, rather 
than have the Government say ‘‘We will give you $10,000 as a hand- 
out.”’ 

Now we are going to do this one way or another. We are either 
going to hand them money as an outright grant or subsidy, or we 
are going to make some kind of insurance available to them, and if 
you try to do it on the traditional insurance basis it will not work out. 
I sincerely believe that Congress will have to resort to an in-between 
way as presented in this bill. 

The CuarrMan. If his property is swept away it will be a personal 
credit loan? 

Mr. Dopp. That is right. The insured would be entitled to a 
loan as a matter of contractual right. 

Under these provisions a policy holder could get money to rebuild 

The CuarrMan. Do you have any estimate or any approximation 
as to what that might cost the Government? 

Mr. Dopp. No; I don’t know. It would depend upon how many 
people would buy the insurance, and how many losses would be 
suffered. Those are figures that insurance experts could give. 

The CHArtRMAN. Would everybody pay the same? Under most of 
the bills before us there would be a graduated scale based on the risk. 
In your bill is there any such provision? 

Mr. Dopp. Yes, sir; I think so. That would be my idea. I think 
certainly the risks are greater in certain areas, and for certain types 
of property, more than for others, but I think we can get that advice 
from the insurance experts who underwrite this all the time. They 
ought to be able to tell this committee what volume of business you 
can expect to do, and they ought to be bale to tell you about what it 
would cost in terms of premiums. And they ought to be able to tell 
you what variations would exist as between policyholders. 

I don’t have that information, Mr. Chairman, because, I repeat, 
I am not an insuranceman. I am a layman. I am trying to find 
some way to make provision against this type of disaster that has 
hurt a lot of people in this country over the years, and we ought to 
find some way to help them. 

Mr. Mutter. Mr. Dodd, your very congressional district has been 
long looked upon as the world center of the insurance industry. 

Mr. Dopp. That is right. 

Mr. Mutter. You have tried to get some help from the insurance 
people, haven’t you? 

Mr. Dopp. Yes, and I have received some help. 

The CuarrmMan. What is their attitude? 
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Mr. Dopp. Well, I don’t think I can speak for them. I have talked 
to several of the people in the field, but I don’t know what their atti- 
tude as a group is toward this proposal. 

Mr. Mutter. They haven’t given you too much encouragement for 
a program like this, have they; I don’t mean your specific program, 
but any disaster insurance? 

Mr. Dopp. I think not. I think they have very grave doubt about 
any type of insurance for this type of loss. 

Mr. Kitspurn. I would think that the insurance companies would 
go into it if they were satisfied that they had a broad enough base 
and could get an experience whereby they wouldn’t lose their shirts. 

Mr. Dopp. You are absolutely right. I think they feel, and I am 
sure justifiably, that as a business matter this is not a good proposition. 
If so, they would be in it, because that is their business. They want 
to sell insurance, but they probably believe that they will lose money 
on this type of insurance. 

Mr. Kiupurn. I think it is a pretty difficult thing to set up. I 
would think that if the Federal Government and the States could put 
into the kitty enough to make insurance companies take the low risk, 
where they would be satisfied that they would come out all right, 
then I would think they would enter into it. Wouldn’t you? 

Mr. Dopp. They might. I know that is a suggestion that has been 
made. I think that is the administration bill. 

Mr. Kitspurn. I don’t know. 

Mr. Dopp. I think it is. I have grave doubts about the States 
contributing with the Federal Government. I don’t think it works 
out well, for reasons that have appeared in similar situations. 

Mr. Berrs. In the example you gave, a person has a loss and he 
goes to the bank and gets a loan? 

Mr. Dopp. Yes. 

Mr. Berts. I am just not quite clear on the insurance feature that 
enters into it. 

Mr. Dopp. I will go over it again. 

Mr. Berts. Please do. 

Mr. Dopp. The traditional insurance policy says if you suffer a 
loss we will pay you a specified sum of money. The ‘‘loan’’ feature 
of this bill provides that if you suffer a loss you will be guaranteed the 
right to borrow a certain sum of money from a private lending in- 
stitution, on which the Government will pay the interest and stand 
as guarantor of the loan. 

Mr. Berts. I see. It is sort of a reinsurance feature, then? 

Mr. Dopp. In asense. Reinsurance in the traditional sense is also 
provided for in the bill. 

Mr. Kiitpurn. Who says that? 

Mr. Dopp. The Government of the United States. 

Under this bill the traditional type of policy at the necessarily high 
premium rate and the ‘loan’ type of policy could be combined, to 
illustrate, you may write a policy like this: Suppose I own a factory 
worth a hundred thousand dollars. I might feel I could afford $50,000 
of what I describe as traditional insurance. That would cost me 
quite a high price. The other 50 I might take under this loan pro- 
vision. So you could have a policy in which you would have $50,000 
of conventional insurance and $50,000 under this loan provision. It 
is my belief that the Government would offer such a policy at a rea- 
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sonable premium rate, and I think you would get people to buy it 
You might get more people to buy the loan type outright because of 
the low premium rate, but vou might get many people to buy the type 
of policy in which the two types are combined. 

Mr. Berts. Under that plan the premium rate would probably be 
lower? 

Mr. Dopp. That is right. That is the point. I was trying to find, 
Mr. Betts, some way to sell this insurance to people at a price which 
they could afford to pay. That is the whole purpose of this new loan 
feature. Everything I have learned, indicates to me that the premium 
rate of flood or disaster insurance would be too high and people 
couldn’t afford to buy it. So I devoted my energy toward finding a 
way to make some kind of insurance available at at price people can 
pay. Insurance people tell me that there is no doubt that this could 
be sold at a much lower rate than conventional types of insurance. 

My own opinion, Mr. Chairman, is that if we are going to get an 
insurance plan it will have to be something like this, and I don’t think 
your committee is ever going to get an insurance plan unless it is 
something like this because the cost of conventional insurance is pro- 
hibitive because the base is narrow. 

Mr. Kitpurn. On the loan feature which you just mentioned, where 
they get $50,000 of insurance and the $50,000 of loan, who collects the 
loan and how do they collect? 

Mr. Dopp. The bank collects it just as they collect any loan. 

Mr. Kiipurn. If they collect any loan, if the fellow is wiped out 
and he has $50,000 of insurance, they will take the $50,000 of insurance 
to pay the loan? 

Mr. Dopp. Well, you can make provisions against that without 
much difficulty. The repayment of the loan would be made just as 
the repayment of any other loan. 

Mr. Muurer. Mr. Dodd, with reference to your bill, that feature 
of your bill which calls for insurance guaranteeing a loan, should we 
not make inquiry of the bankers to find out if they would carry this 
type of loan, because if the Government guarantees the policyholder 
a right to a loan, and the private lending agency refuses to give the 
loan, then the Government would have to give the loan. 

Mr. Dopp. Do you seriously think any bank would refuse a loan 
guaranteed by the Government with the interest paid by the Govern- 
ment? 

Mr. Mutrer. Yes, I do. 

Mr. Dopp. I cannot imagine it. 

Mr. Mutrer. Let us analyze it for a moment. I have lost my 
property, I have nothing. I have lost my business and my house. | 
have nothing to start over with except my knowhow and my will to 
make good. I go to the bank and want aloan. It is guaranteed by the 
Government. I want a loan for $10,000 with with which to rebuild 
a modest house and I want $20,000 with which to start over again my 
modest business, which might have been worth as much as a hundred 
or more thousand dollars. 

Mr. Dopp. You might not want to start again, at all. 

Mr. Murer. So I want $10,000 for my home and $20,000 for my 
modest business. That is $30,000. How long a term will it be? 

Mr. Dopp. Now, you are asking me a banking question. I am not 
a banker any more than I am an insurance man. 
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Mr. Mutrer. That is the point I am making. We have to bring 
the bankers in and get their reaction. 

Mr. Dopp. I have no fault to find with that, but what I had doubts 
about was that the banks would refuse this kind of business. 1] don’t 
think they would because I cannot think of anything better for a bank 
than to loan money to people under these terms. 

Mr. Mutrer. Would this have to be a long-term loan? 

Mr. Dopp. In certain instances it would. Not in all instances. 
Generally it would be up to the insured. 

Mr. Mvuurer. Have you any idea what the interest rate should 
be? What interest should the Government pay? The borrower is 
not going to pay it under your program. 

Mr. Dopp. That is right. 

Mr. Mutter. What interest rate should the Government pay? 

Mr. Dopp. I am not prepared to say. That is a banking matter, 
and we can get advice on that. What I have been trying to do is 
to get your interest this morning in the principle of this bill. I am 
neither a banker nor an insurance man. I cannot tell you what the 
rate of interest should be, what the rate of the premium should be. 
I don’t have these figures. I think you can get them. They must be 
available. If you take this idea and say to our bankers and insurance 
people, ““‘What about this?” you will get the answers you are seeking 
from them which I cannot give you. These are matters of adminis- 
tration of the problem. 

Mr. Mutter. I am not being critical. 

Mr. Dopp. I know you are not. I am glad you asked. 

Mr. Mutrer. But before we can determine whether this is a good 
principle—at first blush it looks good—but is it going to work? Is 
it practical? 

From my banking experience, I doubt whether the banks are going 
to take long-term loans looking to the Government for payment of 
interest. The interest will have to vary from time to time, neces- 
sarily. The banks are not going to take less than the going rate. In 
many States you will have to probably change the local laws so they 
will be able to make long-term loans of this kind. 

We had to change the laws in almost every State of the Union to 
permit FHA loans. 

Mr. Dopp. Did you have to change the law to make joint small- 
business loans? 

Mr. Mutter. Those are being made by a Federal agency. In some 
States before the bank could participate they had to make changes in 
their State laws, too. 

Mr. Dopp. Mavbe so. I am not familiar with the banking laws 
in every State. But I am sure if the changes have to be made the 
people of the States will be for making changes. If you come up with 
an insurance program | think vou can get those changes through the 
several legislatures. 

The CuarrMan. The limitation of the interest rate, I think, should 
be inserted in the bill, if vou are going to protect your people. 

Mr. Dopp. I think it should be. 

Mr. Mutter. He has a provision in the bill that the interest rate 
would have to be the lowest practical amount. 

Mr. Dopp. I think that can be set up in the bill. I didn’t try to 
set it up exactly. The figures that appear in the bill that I have 
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offered are arbitrary and only for the purpose of having figures. 
These are technical questions, and this great committee ought to be 
able to get the answers to those questions from people more informed 
than I am. 

The Cuarrman. Mr. Dodd, we are trying to probe this whole field. 

Mr. Dopp. I know that. 

The CHarRMAN. We are sincerely trying to find some answer. 

Mr. Dopp. I know you are, and I commend you for it. 

The CuarrMan. I think if you could get some additional informa- 
tion as to what it might cost, and whether the banks would be glad to 
participate, all of those questions are pertinent and very material, 
and I think if you could get that information for us we would be glad 
to consider it. 

Mr. Dopp. It would be very difficult for me to do it. Iam but one 
Member, and I| have no staff or facilities for this. I have put in a lot 
of time on this already. This great committee ought to be able to 
get that information. I do have a prepared memorandum that [ 
believe might be of some assistance in clarifying certain points that I 
have tried to make today, and with the chairman’s permission I 
would like to submit it for the record. 

The CHAIRMAN. We are very glad to have your views. 

Mr. Kitspurn. Of course, you would have to set up the interest 
rate in competition with the long-term Government market. You 
might have to give the banks a little more than the long-term market 
in order to get them to do it. 

Mr. Dopp. You might have to do that. 

The CuarrMan. If there are no further questions, you may stand 
aside, Mr. Dodd. We are glad to have your views, and we will con- 
sider them when we go into executive session. 

(The following data was submitted by Congressman Dodd:) 


MEMORANDUM ON DISASTER INSURANCE BILL INTRODUCED By CONGRESSMAN 


Tuomas J. Dopp, JANUARY 3, 1956 








NEED FOR DISASTER INSURANCE LEGISLATION 


After the terrible destruction of this year’s August flood a great number of 
people in Connecticut and other Northeastern States were most anxious to pur- 
chase some form of flood or disaster insurance to protect their economic well-being 
in the event of another flood. 

There was obviously a large market for flood insurance, but private insurance 
companies were unable to offer the necessary protection due to the enormous risk 
factor. 

Less than 2 months after the August disaster another devastating flood struck 
the same area, and again no insurance was in effect to lessen the terrible loss suf- 
fered by so many homeowners and businessmen through no fault of their own. 

It is apparent that private citizens and private enterprise cannot for long 
sustain such great economic losses without it having an extremely detrimental 
effect on the overall economic condition of some of the Nation’s most productive 
areas. However, private insurance companies are not to be considered delinquent 
in failing to offer insurance contracts that would cover floods or other natural 
disasters. Private insurance institutions, although sympathetic to the needs of 
the country, cannot accept risks that might bring about bankruptcy and destroy 
the protection against other losses presently being given existing policyholders. 

It is not the nature of Americans to be content with the mere hope that in the 
event of disaster the Government will furnish relief. It is rather their nature to 
sustain their economic position by insuring against loss by paying a fair and 
reasonable premium rate for insurance protection. 

Now that it is apparent that private enterprise will not be able to undertake 
a program of either flood or natural disaster insurance and the recent floods have 
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pointed out the great need for such protection, it is clearly the responsibility of 
the Federal Government to meet the need of its people by undertaking a disaster- 
insurance program. 


II. BASIC PROBLEMS CONCERNED WITH DISASTER INSURANCE 


The risk factor involved with flood insurance or disaster insurance cannot be 
accurately determined at this time due to the lack of adequate actuarial informa- 
tion. Due to the imponderable risk factor, private insurance companies are 
reluctant to offer a flood insurance policy to the public, and if they were willing 
to accept the risk it is realized that the premium rate might necessarily be pro- 
hibitive. 

Because the Federal Government is obligated to promote the general welfare 
of its people, it does not work under the same criteria as private insurance in- 
stitutions do. When the Government undertakes a program such as disaster 
insurance it obviously would not be doing so with the intent of making a profit. 
Rather than hoping to make a profit, the Governrhent in meeting a need of its 
people would expect to expend funds to meet that need. 

The problem, however, is how much money should the Government spend on 
a disaster insurance program, or whether or not in promoting the general welfare, 
Federal funds could be better spent on flood prevention measures. Of course, 
as more flood prevention measures are put into effect the risk factor will be 
diminished, and when the risk is lowered to a reasonable degree, it can be expected 
that private insurance institutions will be able to offer flood or disaster insurance 
policies in the same way that they presently offer life or fire insurance. 

The problem is basically to find a solution to the problem of how the Federal 
Government can offer some degree of economic protection against natural disasters 
to all its people and still do so without expending large Federal subsidies. 

It must be realized that no panacea to this problem will be found. When a 
disaster such as a flood strikes, a great economic loss is inevitable. It is my 
belief that the bill I am presenting for consideration will furnish a means by which 
that loss can be equitably shared. The bill cannot be expected to solve all the 
problems, but it is hoped that it will furnish the legislative means by which many 
of the problems can be lessened. 


Ill. FEATURES OF THE DODD DISASTER INSURANCE PROPOSAL 


(a) Direct disaster insurance and reinsurance to be made available 

The proposed Dodd disaster insurance bill is designed to provide a means by 
which an individual or a businessman may insure his property against destruction 
by such natural disasters as floods and tidal waves, in the same way that he can 
presently purchase insurance protection against fire. Thus, the bill provides for a 
type of policy in which the insured party, in the event of disaster, would be 
reimbursed in cash to the extent of the face value of his policy. 

This type of insurance would provide complete protection, but unfortunately 
in the absence of large Federal subsidies the risk factor is so great that for most 
people the premiums would prove too expensive. With limited Federal subsidies, 
and because the Government would be operating on a nonprofit basis, it is expected 
that such insurance could be offered at premium rates considerably lower than 
private insurance companies would be able to offer it, although not low enough for 
the average homeowner or businessman. 

By offering insurance against all natural disasters, it is believed that a wider 
base can be established, which in turn will result in lower premium rates. 

The Dodd proposal provides for both direct insurance and reinsurance. Re- 
insurance in which private companies offer their own policies and contract with 
the Government to lessen their risk is to be stressed because it affords a more 
acceptable means of eventually converting the program into one entirely run by 
private enterprise. 


(b) Contracts in which the Government will enanle the insured to obtain, in the event 
of disaster, a long-term loan, without interest, and without regard to credit rating 

The Dodd bill offers a unique solution to the dilemma of finding some form of 
insurance against floods and other natural disasters which can be offered to the 
public at a low premium rate without large Federal subsidies. 

Briefly, the plan that offers this solution provides that a party can purchase a 
policy at a low premium rate in which the Government would give the policyholder 
an absolute promise of a long-term, non-interest-bearing loan in the event of loss 
through natural disaster. 
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The absolute right to obtain such a loan would give the person holding such a 
policy the means by which the destroyed property could be promptly restored. 
The primary loss would ultimately lie on the person whose property was destroyed, 
but through the loan plan the loss could be spread out over a long period of time. 

In order that the Government will not unduly enter into the banking business, 
the bill provides that the money shall be borrowed from private lending agencies, 
with the Government acting as guarantor and paying all interest. If the Joan, 
for some unforeseen reason, cannot be had through a private lending agency the 
Government will make the loan directly and, of course, charge no interest. 

Thus, under this plan, a man owning a small factory or business concern which 
was destroyed by a flood, and left with only goodwill and know-how, would be 
provided as a matter of contractual right with the means to promptly put these 
two remaining assets back into operation. The repayment of the loan could be 
made over an extended period of time, and the burden could be spread out in the 
same way as depreciation. 

The only risk that the Government would be taking under such a plan would be 
the obligation to pay the intertst on loans that would be made under the contracts, 
and in its capacity as guarantor to make good on any defaulting loans. It is 


anticipated that these expenses wi'l be paid from the premiums taken in under the 
plan. 


(c) Combination of plans offered in sections (A) and (B) 


Under the provisions of the Dodd bill, combinations of the usual insurance 
plan where reimbursement is made in cash as discussed in section (A) and the 
novel loan plan discussed in section (B) are to be offered. Under the plan a great 
variety of policies will be made available in which part of the reimbursement in 
the event of loss would be made in cash and part in a non-interest-bearing loan. 

Thus, an individual or business concern that could pay only a small premium 
rate could enter into a contract that would provide reimbursement in the form 
of aloan. For example, another party not willing to accept the burden of such 
a loan, and still unable to pay a substantial premium rate, could take out a policy 
which would provide him with 30 percent in cash and 70 percent in a non-interest- 
bearing loan, and with a slightly higher premium rate. 

The premium rate would depend largely on what percentage of reimbursements 
would have to be paid in cash. A person who wishes to be completely reimbursed 
in cash would pay a maximum premium rate. 

The exact type of policy to be offered and premium rates are matters to be 
determined at a later date in accordance with administrative discretion. 

(d) Federal corporation to be set up 

It is the concept of this proposed bill that a separate Federal agency should 
be established for the exclusive purpose of offering to the public and administering 
insurance against certain risks for which there is a national need, and which is 
not obtainable through private enterprise. The immediate type contemplated 
is national disaster insurance, but other types such as war damage insurance 
might be added. Eventually this proposed Federal corporation might be used 
to administrate many of the existing insurance programs presently offered by 
the Government. 


(e) Private enterprise to be utilized to the fullest extent 

The Dodd bill provides that in the administration of the proposed disaster 
insurance program, private insurance companies will be used as agents of the 
Government in selling policies, investigating claims, and in the general handling 
of insurance functions of the plan. 

The bill provides that private lending agencies will be given the opportunity to 
make the loans and generally conduct the administration of the plan’s lending 
functions. 

The Dodd proposal makes it clear that the Federal Government is not to be in 
competition with private insurance and lending institutions. It is further 
provided that the Government is to engage in this field of insurance only until 
such time as private enterprise is capable and willing to take over the responsibility. 
(f) Personal as well as real property to be insured 

The question of what types of property should be insured is a problem that 
confronts all those attempting to find a solution to this overall matter. To limit 
the disaster insurance only to real property such as homes and factories is avoiding 
some of the fundamental ills that disaster insurance legislation should be expected 
to cure. The problems of what personal property should be insured and how 
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it can be properly inventoried and how depreciation can be accounted for may 
be difficult to solve, but these problems can be solved by an agency set up to 
administrate the offering of insurance. 

Whatever legislation evolves should provide a means by which a person can 
be assured that he can replace his possessions such as furniture, cars, and general 
household belongings, and a businessman can replace his inventory if it is destroyed 
by flood or other natural disaster. 


(g) Study and report to be made on other types of insurance by corporation 

Among the primary functions of the Disaster Insurance Corporation will be to 
gather all possible information on the public’s need for, the possibility of, and the 
proper means of administering, other types of insurance not presently being 
offered by private insurance institutions. One of the first things that the Corpo- 
ration would under the bill be directed to study and report to Congress on is war 
damage insurance. It will be the responsibility of the Corporation to present 
all the necessary facts, and propose solutions to problems where the people of 
this Nation have a need and desire to insure against certain risks and are unable 
to do so with private insurance companies. 


(A copy of the bill follows:) 


[H. R. 7885, 84th Cong., 2d sess.] 
A BILL To provide for national disaster insurance, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, 
SHORT TITLE 


Section 1. This Act may be cited as the ‘‘National Disaster Insurance Act’’. 
CONGRESSIONAL DECLARATION OF PURPOSE 


Sec. 2. The Congress hereby declares that it is the purpose of this Act to pro- 
mote the general welfare and further the national interest by providing a means 
by which the people of the United States can insure real and personal property 
against certain losses caused by unpredictable and widespread disasters for which 
no reasonable insurance protection is presently offered by private enterprise. 
Through this Act the Congress establishes a body corporate which shall be em- 
powered to enter into contracts of direct insurance, contracts of reinsurance, and 
contracts making available loans at low premium rates. It is further the purpose 
of this Act to direct the aforesaid body corporate to utilize private insurance insti- 
tutions and private lending institutions as its agents in carrying out the functions 
of this Act whenever possible as determined by the duly appointed directors of 
the aforesaid body corporate. The purpose of the insurance contracts or the non- 
interest bearing Government guaranteed loan contracts shall be to offer economic 
protection against the capriciousness of nature which has resulted, from time to 
time, in meteorological and other disasters such as floods, hurricanes, earthquakes, 
tornadoes, and tidal waves. It is further the intent of the Congress that the afore- 
said body corporate shall conduct a study of war damage and other types of insur- 
ance not generally made available through private enterprise and for which, in 
the national interest, there is or may be a need and to report the results of such 
study to the Congress for such future legislative action as may be deemed neces- 
sary. 

DEFINITION OF NATURAL DISASTER 


Sec. 3. As used in this Act. the term ‘‘natural disaster’? means any flood, tidal 
wave, hurricane, tornado, blizzard, duststorm, hailstorm, or other severe storm, 
earthquake, landslide, snowslide, severe freeze, heat wave, volcanic eruption, or 
other like catastrophe or disaster occasioned by weather changes. 


CREATION OF CORPORATION 


Sec. 4. (a) To carry out the purposes of this Act, there is hereby created as 
an agency of the United States a body corporate to be known as the ‘National 
Disaster Insurance Corporation” (hereinafter referred to as the ‘‘Corporation”’ 
The principal office of the Corporation shall be located in the District. of Columbia, 
but agencies or branch offices may be established elsewhere in the United States 
under rules and regulations prescribed by the Board of Directors. 
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(b) The Corporation shall have a nonassessable capital stock of $50,000,000 
subscribed by the United States of America. There is hereby authorized to be 
appropriated to the Secretary of the Treasury not more than $50,000,000 for the 
purpose of subscribing to such stock, Receipts for payments by the United States 
of America for or on account of such stock shall be issued by the Corporation to 
the Secretary of the Treasury, and shall be evidence of the stock ownership by 
the United States of America. Sums so received by the Corporation shall be 
deposited to its credit in the National Disaster Insurance Fund established by 
this Act. 

CORPORATION MANAGEMENT AND PERSONNEL 


Sec. 5. (a) The management of the Corporation shall be vested in a Board of 
Directors (hereinafter called the ‘‘Board’’) consisting of five persons appointed by 
the President of the United States by and with the advice and consent of the 
Senate, one of whom shall be designated by the President as Chairman of the 
Board. Not more than three members of the Board shall be members of the same 
political party. Each such appointment shall be for a term of six years, except 
that (1) of the directors first appointed two shall be appointed for terms of two 
years each, two for terms of four years each, and the Chairman for a term of five 
years, and (2) whenever a vacancy shall occur other than by expiration of term, 
the person appointed to fill such vacancy shall hold office for the unexpired portion 
of the term of his predecessor. The Chairman shall receive a salary at the rate 
of $17,000 per annum, and other directors at the rate of $16,500 per annum. 

(b) Each director shall devote his time principally to the business of the Cor- 
poration. No person shall hold office as a director of the Corporation while hold- 
ing any Office, position, or employment in any privately or publicly owned insur- 
ance company. . 

(c) So long as there shall be three members in office, vacancies shall not impair 
the powers of the Board to execute the functions of the Corporation, and three 
of the members in office shall constitute a quorum. 

(d) Within the limitation of appropriated funds, the Board shall (1) select, 
appoint, employ, and fix the compensation of such officers, attorneys, experts, 
employees, and agents as shall be necessary for the transaction of the business 
of the Corporation, (2) define their authority and duties, (3) delegate to them 
such of the powers vested in the Corporation as the Board may determine, and 
(4) obtain and procure bonds, in accordance with law, for such of them as the 
Board may designate. 

CORPORATE POWERS 
c. 6. The Corporation— 

(1) shall he -e succession in its corporate name until dissolved by or pur- 
suant to an A t of Congress; 

(2) may adopt, alter, and use a corporate seal, which shall be judicially 
noticed; 

(3) may adopt, amend, and repeal bylaws, rules, and regulations for the 
conduct of its business and the exercise of the powers granted to it by law; 

(4) may make contracts and purchase, lease, hold, and dispose of such 
real and personal property as may be necessary and incident to the conduct 
of its business; 

(5) may sue and be sued in its corporate name in any State or Federal 
court of competent jurisdiction; 

(6) may conduct or cause to be conducted such researches, surveys, and 
investigations as may be determined by the Board to be necessary and inci- 
dent to the performance of its functions or the exercise of its powers; 

(7) with the consent of any board, commission, independent establisb- 
ment, or executive department of the Government, including any field service 
thereof, or of any wholly owned or mixed-ownership Government corpora- 
tion, may avail itself of the use of information, services, facilities, officers, 
and emplovees thereof in carrying out the provisions of this Act; 

(8) may receive from or exchange with any State insurance commission 
or agency or with any private corporation or association engaged in the 
writing of insurance against property loss within the United States such 
loss-experience information as may be necessary to the establis'ment of 
premium rates for reinsurance authorized to be issued by the Corporation 
upon a sound actuarial basis and upon the lowest practicable level; 

(9) shall be entitled to use of the United States mails without prepayment 
of postage; and 
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(10) may exercise, by the Board or duly authorized officers or agents of the 
Corporation, all powers specifically granted by the provisions of this Act and 
such incidental powers as are necessary to carry out the functions and powers 
of the Corporation. 


DIRECT INSURANCE AND REINSURANCE INVOLVING CASH REIMBURSEMENT 


Sec. 7. The Corporation is authorized to provide insurance or reinsurance, or 
both, against damage to or loss of real and personal property (excluding property 
owned by Federal, State, and local governments) due to natural disasters occurring 
within the United States and its Territories and possessions. Such insurance 
and reinsurance will provide cash reimbursement to the insured. 


CONTRACTS FOR DIRECT GOVERNMENT AND GOVERNMENT GUARANTEED NON- 
INTEREST-BEARING LOANS 


Sec. 8. (a) The Corporation is also authorized to enter into loan contracts 
pursuant to which— 

(1) the Corporation will guarantee in whole or in part any public or private 
financing institution against loss in connection with any loan (including 
interest thereon) by such institution to any party for the puropse of financing 
such party in connection with any loss of or damage to real and personal 
property as a result of a natural disaster; and 

(2) if any such loan from such institution is not obtainable or available, 
to make a loan directly, without interest or other charges, to such party, 
upon application therefor, in an amount not to exceed the amount of such 
loss or damage. 

(b) In connection with any contract of guaranty authorized by paragraph (1) 
of subsection (a) of this section, the Corporation may enter into any such con- 
tract through the agency of private insurance companies or any Federal Reserve 
bank. Any Federal Reserve bank may also act as fiscal agent of the United 
States in carrying out any such contract of guaranty with funds supplied and dis- 
bursed by the Corporation out of the National Disaster Insurance Fund. Each 
such bank and private insurance company shall be reimbursed by the Corporation 
for all administrative expenses incurred in connection with its functions under 
this subsection including attorneys’ fees and expenses of litigation. Such con- 
tracts of guaranty shall contain provisions limiting the amount of guaranty and 
such terms and conditions and require such monetary consideration therefor as 
the Corporation may prescribe. Such monetary consideration shall be in the 
lowest practicable amount. 

(c) Loans under paragraphs (1) and (2) of subsection (a) of this section shall 
be on an extended, long-term basis if so requested by the party to whom such 
loan is to be made. 


COMBINATION OF INSURANCE AND LOANS 


Sec. 9. The Corporation is also authorized and directed to establish, under 
such regulations as it may prescribe, a program combining direct insurance and 
loans in order to provide the greatest variety and amount of protection against 
loss and damage due to natural disaster to the greatest number of affected parties 
in accordance with individual needs. 


RELATED PROVISIONS COVERING INSURANCE AND LOANS 


Sec. 10. (a) The Corporation shall prescribe premium rates for the insurance and 
reinsurance authorized by this Act upon consideration of (1) the risks involved and 
(2) the desirability in the public interest of providing insurance protection which 
would not otherwise be available. 

(b) The Corporation shall by regulation provide for the determination of (1) 
the types of property with respect to which insurance, reinsurance, and loans will 
be granted, (2) the nature and limits of losses or damage which may be covered 
by such insurance, reinsurance and loans, and (3) such other matters as may be 
necessary to carry out the purposes of this Act. 

(ec) Insurance, reinsurance, and loans shail be provided by the Corporation 
under this Act only to the extent that they are not otherwise available at reasonable 
rates and upon reasonable conditions from private sources. In providing such 
insurance and reinsurance, the Commission shall utilize the facilities and services 
of private insurance companies to the maximum extent practicable. 
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(d) The Corporation may receive from or exchange with any State or terri- 
torial insurance commission or agency or with any private corporation or assi- 
ciation engaged in the writing of insurance against property loss within the United 
States and its Territories and possessions such loss experience and other infor- 
mation as may be necessary for the establishment of premium rates under this Act. 

(c) The Corporation may decline such applications and risks and may establish 
from time to time such regulations with respect to the classification, limitation, 
and rejection of applications and risks as may be advisable to carry out the pur- 
poses of this Act. 


DEDUCTIBILITY CLAUSE AND MAXIMUM INSURANCE AND LOAN AMOUNTS 


Sec. 11. (a) Insurance, reinsurance, and loans shall be provided under this 
Act only with respect to amounts exceeding the first $ of the approved 
claim. 

(b) The aggregate amount of insurance or reinsurance under this Act covering 
loss of or damage to a single item of property shall not exceed $250,000. The 
amount of each loan (including interest thereon) covered by contracts of guaranty 
entered into by the Corporation and the amount of each direct loan made by the 
Corporation, shall not exceed $1,000,000. 

(c) The aggregate amount of insurance and reinsurance by the Corporation 
under this Act outstanding and in force at any one time shall not exceed $1,000,- 
000,000. The aggregate amount of direct and guaranteed loans under this Act 
outstanding and in force at any one time shall not exceed $2,000,000,000. Each 
such aggregate amount may be increased, with the approval of the President by 
not to exceed $500,000,000 in any one fiscal year. 


PAYMENT OF CLAIMS 


Sec. 12. Under such regulations as the Corporation may prescribe it shall adjust 
and pay valid claims for losses covered by insurance, reinsurance, and contracts of 
guaranty under this Act. In the investigation of claims under this Act, the Corpo- 
ration is authorized, by contract or otherwise, to utilize the facilities, services, in- 
formation, and agency of private insurance companies. Upon disallowance by 
the Corporation of any such claim, the claimant, within one vear after the date of 
mailing of notice of disallowance by the Corporation, may institute an action on 
such claim in the United States district court for the district in which the insured 
property or the major part thereof shall have been situated. Exclusive jurisdiction 
is hereby conferred upon such court to hear and determine such action without 
regard to the amount in controversy. 


NATIONAL DISASTER INSURANCE FUND 


Sec. 13. (a) There is hereby established in the Treasury of the United States a 
fund to be known as the “‘National Disaster Insurance Fund’’ (referred to herein- 
after as the ‘‘fund’’). All premiums paid to the Corporation for insurance and 
reinsurance and monetary considerations for loans under this Act shall be de- 
posited and covered into the Treasury to the credit of the fund, which, together 
with interest earned thereon, shall be available for the payment of liabilities under 
such insurance, reinsurance, loan contracts, and direct loans. Payments from the 
fund shall be made upon and in accordance with awards by or under authority of 
the Corporation. 

(b) The Corporation is authorized to set aside out of the tund such reserve 
amounts as may be required under accepted actuarial principles to meet all 
liabilities under such insurance, reinsurance, loan contracts, and direct loans. 
The Secretary of the Treasury is authorized to invest or reinvest all or any part 
of the remainder thereof in interest-bearing obligations of the Government of the 
United States, or in obligations guaranteed as to principal and interest by such 
Government, and to sell such obligations for the purposes of such fund. 

(ec) Administrative expenses of the Corporation shall not be paid from the 
fund, but out of specific appropriations for such purpose. There is hereby author- 
ized to be appropriated to the Corporation, out of any money in the Treasury 
not otherwise appropriated, such sums as may be necessary for the administration 
and operation of the Corporation. 


INSURANCE ADVISORY COMMITTEE 


Sec. 14. (a) The Corporation shall appoint an advisory committee, consisting 
of not less than twenty members experienced in the writing of insurance against 
property loss, to advise the Corporation with respect to the execution of its 
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functions under this Act and may also employ such consultants and advisory 
personnel as the Corporation may deem necessary in carrying out the purpose of 
this Act. Persons so employed who, while so serving, hold other offices or posi- 
tions under the Government of the United States or the government of the District 
of Columbia shall receive no additional compensation for such service. Other 
persons so employed shall serve without compensation; but they shall be allowed 
in accordance with the Travel Expense Act of 1949 and the Standardized Govern- 
ment Travel Regulations actual transportation expenses, without regard to section 
10 of the Act of March 3, 1933 (5 U. S. C., see. 73b), and other travel expenses, 
including not to exceed $50 per diem in lieu of subsistence, while away from their 
homes or their regular places of business. 

(b) Service of an individual under this section shall not be deemed subject to 
the provisions of section 281 or 283 of title 18 of the United States Code, unless 
the conduct made unlawful by such section is performed with respect to a matter 
in which the Corporation is directly involved. 


INVESTIGATION AND REPORTS 


Sec. 15. The Corporation is authorized and directed to collect information with 
respect to the public need for other types of insurance not presently available from 
private sources and to study methods of providing a program for making such 
insurance available to the public, The Corporation shall make a special study 
of the problems of war damage insurance with a view to the practicability of 
providing an insurance, reinsurance, and loan program covering the loss of and 
damage to real and personal property as a result of risks of war and shall report 
to the Congress the result of such special study as soon as practicable. The 
Corporation shall submit to the Congress, as soon as practicable before the first 
day of February each year, a report of its operations under this Act and shall 
include therein a review of the work, activities, and functions authorized under 
this Act for the preceding year. 


EXEMPTION FROM TAXATION 

Sec. 16. The Corporation, including its franchise, capital, reserves and surplus, 

and its income and property, shall be exempt from all taxation now or hereafter 

imposed by the Government of the United States, any Territory, dependency, or 

possession thereof, any State, county, or municipality, or by any other local taxing 
authority. 

SERVICE OF PROCESS 
Sec. 17. The Board shall designate an agent upon whom service of process 
may be made in each State, Territory, or jurisdiction in which property 


upon 
which the Corporation has issued insurance may be situated. 


AMENDMENT OF GOVERNMENT CORPORATION CONTROL AC1 
Sec. 18. Section 101 of the Government Corporation Control Act is amended 
(a) by striking out ‘‘and” immediately preceding the name ‘Tennessee Valley 
Associated Cooperatives, Incorporated,”’ and (b) by inserting immediately after 
such name a semicolon and the following: ‘‘and National Disaster Insurance 


, 


Corporation”’. 


The CHarrMan. We have three other witnesses here. I hope we 
can get through before the House convenes. 

The clerk will call the next witness. 

The CLerk. The next witness, Mr. Chairman, is Hon. A. J. Forand, 
Member of Congress from the State of Rhode Island. 

The CHarrMan. I may say to all the witnesses that any material 
or relevant matter which they have to insert in the record may be so 
inserted in connection with their testimony. 

Mr. Forand, you may proceed. 
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STATEMENT OF HON. AIME J. FORAND, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF RHODE ISLAND 


Mr. Foranp. Mr. Chairman, I appreciate very much the oppor- 
tunity of coming before your committee on this important subject. 
I have a prepared statement which, if I may be permitted to read 
without interruption, I believe would save the time of the committee. 

The CHAIRMAN. You may do so. 

Mr. Foranp. Mr. Chairman and gentlemen, unless you have lived 
through a flood or a hurricane you cannot appreciate what an ordeal 
it is. You read about it and see pictures of it, and your sympathies 
are aroused, but, to use the vernacular, ‘“‘vou ain’t seen nothing.” 

Gentlemen, I tell you from personal experience it is a nightmare. 
Your morale goes to bits and your spirit leaves you. You feel for the 
moment that the end of the world has come. 

That in a few words is what happened to us in Rhode Island last 
August, and again in October. It had also happened on several 
occasions in the past. In 1954 the southern part of the State was hit 
badly. In 1955 it was the northern part. 

I have here a booklet, which, with your permission, I shall leave 
with the committee. I do not ask that it be inserted in the record. 
This booklet is of the 1954 hurricane disaster that hit Rhode Island, 
and here I have a sheet of pictures of the 1955 floods that hit the city 
of Woonsocket. I invite your attention to both. these documents. 

Fortunately we of New England are a hardy type of people. We 
soon regain our composure and set out to reestablish our homes and 
our businesses, hoping that without too much delay the Federal 
Government, the only agency able to do so, will take the necessary 
measures to control flood damage in the future and establish a program 
of Federal disaster insurance, at reasonable rates—and when I say 
“reasonable rates,’’ I mean ranging anywhere from 50 cents to $1 a 
thousand. I say that because I feel that the Federal Government 
itself is the only agency that can help in this case, and that we realize 
that it would be a cost to the Federal Government, a cost to the tax- 
payers. But, after all, the taxpayers are now footing the bill to a 
great degree when the Federal Government steps in to give relief 
in this type of case. 

I hope that the rates will be reasonable so that those who may in 
the future be the victims of natural disasters may be compensated 
to a degree for their losses and be enabled to rehabilitate their homes 
and their businesses rather than have to seek public relief. 

Private insurance companies will not issue policies against flood or 
other water damage. It is therefore the responsibility of the Federal 
Government to do it in view of the fact that natural disasters know 
no geographical lines. 

When I speak of natural disasters, I mean floods, hurricanes, earth- 
quakes, dust storms, tornadoes, cyclones, etc., and when the President 
proclaims a disaster and orders that the facilities of the Government 
be used to bring relief. 

On January 3 [ introduced the bill H. R. 7897 to provide for Federal 
disaster insurance and reinsurance. It represents a great deal of study 
and an effort to be practical in approaching a subject which I consider 
most important. And here I want to pay tribute also, as Mr. Dodd did, 
to the legislative counsel's office, because they went out of their way 
to try to put into legislative language the ideas that I advanced. 
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This bill is intended to have broad appeal and thus bring in a larger 
amount of premiums to sustain the fund than if the coverage were 
restricted to one particular type of disaster, such as a flood or a 
hurricane. 

Disasters of different types strike different parts of the country and 
for that reason I feel that all the potential victims of disasters are 
entitled to, and should be given, an opportunity to purchase this type 
of insurance. 

In brief, the bill provides insurance coverage against natural dis- 
aster, as defined in the bill itself, for industrial and commercial build- 
ings, homes, and household effects. 

Household effects, as you will note in section 3 (11), on page 6 of 
the bill, is defined to mean furniture, furnishings, and equipment neces- 
sary and appropriate for the operation of a household. It does not 
include objects of art nor antiques, nor negotiable papers or bonds, or 
the like. 

No one may obtain insurance or reinsurance under the provisions 
of this bill except to the extent of his insurable interest nor if such 
insurance is available to him from other sources at reasonable rates. 

The potential liability of the United States is limited to not to exceed 
$500 million at any one time, except that on July 1, 1957, and on 
July 1, 1958, the President may, in his discretion, increase it by another 
$500 million. 

The bill provides that the Administrator of the Small Business 
Administration shall administer the program. From time to time he 
is to determine the aggregate amount of such insurance outstanding 
in each geographical area of the United States and take into account 
the needs for such insurance in each area. 

He shall establish premium rates at the lowest practical level—and 
I have already suggested 50 cents to $1 per thousand, taking into 
consideration the risks involved, and the desirability of providing such 
insurance at reasonable rates shall be uniform throughout the United 
States. 

Insurance contracts written on household effects are limited to 
$3,000 with the first $50 of damage deductible. 

On real estate the payment of claims would be in full for the first 
$15,000, and 50 percent of the excess over the first $15,000 with a 
deductible clause of $100, but the maximum claim allowance on a 
single item of real estate would not exceed $250,000. 

Through an oversight there is nothing in this bill providing insurance 
coverage of inventories. 

I respectfully urge your committee to include inventories in any bill 
you report out on this subject. 

To cite an example of the need of disaster insurance coverage of 
inventories, let us take the city of Woonsocket, in my district. 
Woonsocket has a population slightly in excess of 50,000, with 120 
industrial firms providing employment for 11,000 workers. 

In the 1955 floods 34 of these firms, employing over 6,000 workers, 
more than half of the city’s work force, were victims of flood damage. 
The losses to these firms ranged from a few thousand dollars to a 
maximum of $750,000. 

The aggregate damage to industrial firms, including real estate, 
machinery, and inventories, was estimated at $4,500,000. 
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Commercial losses, while more widespread and involving a far 
larger number of individual firms, were lower in dollar value but 
equally devastating. Nearly 200 commercial firms, many of them 
small owner-operated businesses, and a great majority comprising 
retail stores, were reduced to almost total loss. 

In many instances, accumulations of a lifetime of hard work were 
entirely wiped out. Losses to these businessmen ranged from a few 
hundred dollars to well in excess of $100,000 in a few instances. 
While no exact figures are available, these losses are estimated to 
aggregate in excess of $2 million. 

These amounts do not seem large when we think of the billions in 
our national budget, but I assure you gentlemen that in view of the 
serious economic situation that has existed in Woonsocket for the past 
few years, due to the depressed conditions of the textile industry, the 
loss of some 6 to 7 million dollars of property in this area is a most 
severe loss. 

Disaster insurance to communities of this type is really a must if we 
are to avoid ghost towns. 

Getting back to the bill: The Administrator would issue regulations 
relative to adjustment and payment of claims. 

He would be authorized by contract, or otherwise, to utilize the 
facilities, services, information, and agencies of private insurers 

If a claim were disallowed the claimant would have a year to 
institute action in the United States district court for the district 
where the property is located or in the Court of Claims. 

A disaster insurance fund would be established in the Treasury of 
the United States, into which would be deposited all premiums and 
appropriated funds and interest on these funds. 

Claims would be paid out of the disaster insurance fund in ac- 
cordance with awards by or under authority of the Administrator. 

Administrative expenses would not come out of the fund but would 
be paid out of »»propriations for that purpose. 

The Adminisirator would appoint an advisory committee of not 
less than three experts in the field of insurance to advise him with 
respect to the execution of his functions under this act. 

The Administrator would report to the Congress each year, in 
February, on the operation of the act and recommend legislation 
needed to improve it. 

Persons making fraudulent claims would be liable to a fine of not 
more than $10,000 or imprisonment of not more than 5 years, or 
both. 

The authority, responsibility, or function of the Administrator 
would not be affected by the termination of the Small Business Act. 
He would continue as the Administrator of the Federal disaster 
insurance program. 

That, Mr. Chairman, is my statement. 

The CHarrman. Mr. Forand, I know how interested you are in 
obtaining some help for your people who are in distress, and [ think 
we all share that desire, but don’t vou think it would be absolutely 
essential, when we go back and tell our people that we have some help 
for them, to let them know just exactly what they would have to pay 
for this insurance? 

Mr. Foranp. Very definitely, Mr. Chairman. 
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The CHarrMan. That is one of the main questions. I don’t think 
we can sell them the insurance unless they know what they are going 
to pay. 

Now, the administration witnesses have appeared, and they say 
that they cannot tell us the amount people would have to pay for this 
insurance, that it is purely problematical now. However, they did 
make two surveys, in two communities, and the cost in those two com- 
munities—which I suppose were typical communities—ranged from 
$115 to $620 per year for a $10,000 policy. Now, the insured would 
have to pay from $69 to $372 a year for that policy. What do you 
think about that? 

Mr. Foranp. Mr. Chairman, I personally think the sponsors of that 
type of legislation are thinking of self-sustaining programs. I take a 
very different view. I believe this program should be sponsored and 
paid for by the Federal Government, in participation with the people 
who are going to be insured, and it is for that reason that I suggested 
that we fix the rates arbitrarily, between the brackets of 50 cents a 
thousand to $1 per thousand, realizing that the Federal Government 
may eventually have to pay out some money, and for that reason I 
suggest the appropriation of $500 million to start with. 

We must realize that each year we have a disaster fund that we in 
the Congress vote to the President. That disaster fund becomes 
exhausted, and we vote additional money. Why would it not be 
wiser, instead of having to continually make appropriations for that 
purpose, to set up a definite amount of money, $500 million to start 
with, sell the insurance contracts at the rate where we realize we may 
be losing money, make it 50 cents to $1 a thousand, but bearing in 
mind always the thought that if you have a low rate it is going to 
appeal to more people. And if you have a wide base, such as I sug- 
gest here, you will operate practically on the same basis that the war 
risk insurance operated on. You will recall we were selling war-risk 
insurance for about $10, and working through the insurance brokers 
and agencies, each one would receive a dollar for writing a policy con- 
tract for the Government. 

That program made money. I don’t have the figures here, but with 
your permission I should like to insert them in the record, showing 
that the war-risk insurance that we had in World War II actually 
made money for the Government, and unless we have a broad base —- 
and that is the principal reason why I include all these natural dis- 
asters—unless you have a broad base the Government will have to 
foot the major portion of the bill, but through this suggestion it is my 
thought that people will be hungry to purchase that type of insurance, 
particularly those who have been the victims of disasters. The 
premium collected would lower the cost of the program to the 
Government. 

Mr. Mutter. Mr. Forand, the figures on war-damage insurance, 
premiums collected, amounted to this: We collected about 250 times 
as much in premiums as we paid out. That is because we had prac- 
tically no damage. 

Mr. Foranp. I agree with you a hundred percent, but the appeal 
was there. 

Now, the damage has been done in these cases, and I believe there 
will be more appeal. There will be more appeal to the people to try 
to purchase this type of insurance. 
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The CuarrMAN. Are there any questions? 

We are very glad to have your views, Mr. Forand, and we want 
your assistance. 

Mr. Foranp. Mr. Chairman, I am deeply appreciative of the fact 
that this committee has allowed me to appear, and I also appreciate 
the fact that each and every member of this committee is sincerely 
interested in this subject, because we all realize it is a difficult question 
to solve, but it is one that must be solved, otherwise our people are 
going to be wiped out completely in several places, and the Lord 
knows that our public welfare rolls are swelling too fast as it is. We 
don’t want to add to that. 

The CHarrMan. I know what it will do. In my section it keeps 
coming. 

Mr. Foranp. You have had it. 

The CHarrMan. We have had it. It has made slums of cities, 
destroyed property, and if we can give them some relief it will not 
only relieve them of the effects of disaster, but will also relieve their 
minds from the apprehension of floods that are coming. 

Mr. Foranp. I believe, Mr. Chairman, there is one thing we must 
realize, and that is this is a type of program that cannot be made 
self-sustaining, and that the Federal Government will have to appro- 
priate money if we are going to render this type of service. 

Mr. Mutrer. Mr. Chairman, I have a question. 

Mr. Forand, before you go, and I think the other Members of 
Congress here ought to know some of the difficulties we are meeting in 
considering these problems. Most of us who are concerned with the 
problem have introduced bills for insurance. All of us were agreed 
that that was the approach to this type of problem. Of course, the 
easy answer is let us cure the situation by proper flood control, and 
the like. But that is a long-term program, which is going to cost a 
lot of money. Eventually it will have to be done. But some of us 
are beginning to feel that insurance is not the right approach, and | 
am one of those who introduced a comprehensive disaster insurance 
bill. Your bill points it up. Let me indicate to you why. 

You recall the national life insurance we had. We found it was 
costing more to administer the program than we were paying out. 
Not only were the premiums collected insufficient, but actual admin- 
istration of the program cost more than we were actually paying out 
in liabilities. So we decided instead of having all that cost we would 
give each man a policy, and the Government would make the pay- 
ment. We were saving money by doing that. We may have the 
same situation here. 

In the case of the crop-insurance program, in the first 7 years we 
lost $71 million. It is still not a self-sustaining program. In the last 
few vears we have lost $2 million. And that is limited to particular 
areas, picked on a selective basis, and insuring only certain crops and 
only to the good farmer. In other words, if a farmer has a history of 
not being able to do a good farming job he cannot get the insurance. 

Mr. NicHotson. Will vou yield? 

Mr. Mutter. | vield. 

Mr. NicHoison. You are talking about flood control, long-range 
and everything, but Representative Forand and I don’t have those 
troubles. Our trouble is from hurricanes and salt water. That is 
where our trouble comes from. It is not flood control because our 
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rivers apparently take off all the water and dump it into the Atlantic 
Ocean. 

Mr. Foranp. Unfortunately, last August we did have floods. 

Mr. NicHoison. Well, we had them in Massachusetts, but we also 
had tidal waves and that is what we are interested in. 

The CHarrMAN. When these disasters occur America has always 
responded to the necessity of her people. We have aided not only 
our own people but we have sent immense sums to assist other nations. 
And I think we will have to take part of the responsibility if we are 
going to get any relief. 

I feel as you do, Mr. Forand, on the subject. It has to be in some 
form. 

Mr. Foranp. It is a realistic approach, I consider, and that realistic 
approach is the fact that the Federal Government will have to bear 
the greatest burden. We are doing it indirectly anyway, so why not 
let these people feel that they are paying a part of the risk, paying 
for a premium on insurance for a possible risk, and if you broaden 
your base by including the several disasters throughout the country 
of one type or another I think the appeal for the purchase of this 
insurance will be very great. 

Mr. Mutter. Have you any idea what it would cost per year to 
administer this program? 

Mr. Foranp. I have not. 

Mr. Mutter. Will you tell us your thinking as to why you selected 
the Small Business Administration to administer this program rather 
than an independent agency or some other agency? 

Mr. Foranp. It would be a separate agency. The Administrator 
of the Small Business Administration is also the Administrator of 
disaster loans under the present system. That is why he was selected. 

But if vou have noticed, there is a clause in this bill providing that 
even if the Small Business Administration is wiped out at any time 
this would be a continuing program, and the Administrator would 
continue his functions as the Administrator of the disaster insurance 
program. 

Mr. Mutter. But I am wondering why you pick an agency that 
has had no insurance experience as against an agency which has had 
insurance experience, for instance the Housing | and Home Finance 
Agency, which has had tremendous insurance experience? They are 
taking policies all the time, and are adjusting policy losses, and have an 
insurance department as part of the agency now. The Small Business 
Administration is a lending agency, even under the disaster loan 
program. 

Mr. Foranp. That is correct. 

Mr. Mutter. Why should we give it to that kind of an ageney 
rather than another agency? If you give it to them they will have 
to set up a new bureau. Either set up an independent agency or 
give it to an agency of Government that has had experience in the 
field. 

Mr. Foranp. I am not wedded to this idea, but I felt that when I 
came before you I should have something concrete to offer. Anything 
that the committee does to carry out the principles underlying my 
proposal would be very acceptable and very agreeable. 

Mr. Mutter. I am in agreement with you that if vou can sell this 
insurance at a dollar a thousand you are going to have a Jot of takers 
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in the disaster areas. I doubt if you will get any takers if it is on a 
voluntary basis, in the areas which have not yet been visited by floods. 
As testimony indicates, the fellow on top of the hill is not going to take 
any flood insurance, but the man down at the bottom of the hill is 
going to have to pay a high rate. 

Mr. Foranp. The fellow at the top of the hill may be struck by a 
hurricane. 

Mr. Mutter. That insurance is presently available to him. 

Mr. Foranp. To a very limited degree. I happen to be an in- 
surance broker, and I can tell you that you read the fine print in your 
policy and you will find you don’t have the coverage you think you 
have. 

Mr. Mutter. Because in Rhode Island you are in what is now the 
hurricane area. But you could have gotten that insurance very 
cheaply 20 years ago because the area had not been visited by hurri- 
canes. The same in New York. In those days the companies were 
giving it to us very cheaply. 

Mr. Foranp. That may be true. But don’t forget the publicity 
in the newspapers, and over the radio and television have stirred up 
thinking in the minds of the people in every section of the country. 

Mr. Muurrer. Let us consider one other phase of your program as 
you have outlined it, having in mind that you would fix a uniform 
rate of $1 per thousand, with a maximum liability of $500 million. 
On that basis you can collect $500,000 a yearin premiums. The direct 
damage only as a result of just the August 1955 floods, in the New 
England area, was well over half a billion dollars. 

Mr. Foranp. True, just direct damage. 

Mr. Muurer. Direct and indirect, $1,600,000,000, just as a result 
of that flood. 

Mr. Foranp. But how much money did the Federal Government 
spend by way of relief work, and is it still spending, as a result of 
that? Charge that amount against the losses that would be paid 
under these policies and I think you will find that you have reduced 
the cost of the insurance program by quite a margin. 

Mr. Mvuurrer. As you compare what happened there, just taking 
one flood, any one of the floods we have had in the last 12 months, 
as against this kind of a program, I think it would be much smarter 
for us to say to the people, ‘In the event of a loss come in and prove 
your damage, the Government will pay it to you,” instead of setting 
up an insurance program and getting not even the cost of adminis- 
tration of the program out of it. We would only be fooling the people. 

Mr. Foranp. Well, Mr. Multer, I don’t care how vou do it. I 
want relief for the people. That is the important thing. And |] 
know that is what vou are trying to work out. 

Mr. Mutrer. We would like to give it to you. 

Mr. Foranp. Thank you very much. 

The CHarrMan. We are glad to have your views, Mr. Forand. 
We will consider them in executive session. 

Mr. Foranp. Thank you very much. 

The CiLerk. Mr. Chairman, the next witness is the Honorable 
M. G. Burnside of West Virginia. 
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STATEMENT OF HON. M. G. BURNSIDE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WEST VIRGINIA 


Mr. Burnsipe. Mr. Chairman and members of the committee, 
thank you for permitting me to appear here today to participate in 
this important hearing on a question of national significance. 1 
shall not occupy the time of the committee with a long and detailed 
statement because I know that this committee has already been 
presented with evidence showing the real need for disaster insurance. 
I am also aware, of course, that a number of complex problems are 
raised by proposals to establish a Federal program in that field. 

My chief reason for coming here is to take advantage of this oppor- 
tunity to go on record as a wholehearted supporter of legislation to 
provide Federal disaster insurance. I have introduced a bill, H. R. 
8588, to set up such a program. My bill, which is quite similar to a 
number of others, contains provisions which J believe most readily 
establish an effective level of Federal Participation. There may be 
other bills which are most satisfactory in the judgment of this com- 
mittee. I do not want to limit my endorsement to those bills which 
are identical to H. R. 8588. On the contrary, any bill which is 
reasonably designed to provide Federal participation in a direct and 
speedy manner should be supported by all of us. 

The Fourth District of West Virginia which I represent is one which 
has been, in recent years at least, relatively free from the sort of 
disasters my bill would insure against. The district parallels the 
Ohio River, however, and contains a number of important tributaries 
of the Ohio. These rivers in turn have smaller tributaries, and there 
have been on several occasions in the past severe flash floods in these 
streams. These violent freshets are particularly damaging for a 
number of reasons. They are most difficult to control through ordi- 
nary flood control methods, and as a member of the Public Works 
Committee, I can attest to the expense and the extreme complexity 
of attempts to control, on a national basis, such relatively minor 
catastrophes. They are. most sporadic in occurrence, extremely 
difficult to predict, and advance warning can rarely be given to people 
in the flood’s path. This makes property losses extremely high in 
proportion to the severity of the flood, and inevitably a tragically 
large number of persons are drowned. 

It appears to me that Federal insurance or reinsurance will be 
ideally suited to protecting our citizens against such disasters, and 
I am certain that there will be a great public interest in such protec- 
tion. This, it occurs to me, will have a most beneficial effect on the 
operation of the Government plan; for participation by people in areas 
such as mine, which are not localized but are generally well-scattered 
throughout the Nation, will broaden the insurance base and hence 
should be effective in establishing reasonable premium rates, and 
reducing the possible cost to the Government. 

As I have already stated, the Ohio River constitutes most of the 
western boundary of my district, which also contains the Little 
Kanawha, Kanawha, and Big Sandy Rivers. There have been major 
disasters from floods in these rivers in the past, and although flood con- 
trol projects and flood walls now protect much property, the possibility 
of disasters in the valley comparable with those which recently 
occurred along the Atlantic and Pacific seaboard cannot be disregarded. 
These major catastrophies, with damages well up in the many millions, 
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are, of course, the principal reasons for immediate enactment of flood 
insurance legislation. It cannot be questioned that private insurance 
is completely unable to meet the need for flood protection. Although 
a magnificant job is invariably done by relief agencies such as the 
Red Cross, they can at most only help the most distressed cases. So 
the need for flood and disaster insurance is graphic. 

Any program which is approved by this committee should contain, 
in my opinion, the following provisions. I will not go into detail but 
will only list the principal points which I think are important. 

1. I think it is most important that personal property be included in 
the coverage of the insurance. To include only real property would 
work a very great hardship on both individuals and businesses. 

2. Private facilities and those skilled in the field at present should 
be used to the fullest possible extent. Thereby, we cannot only make 
the program more workable, but this pool of experience should reduce 
the cost of the Government. 

3. Arrangements should be made, either in the program or by 
collateral means, to provide insurance for crops destroyed by the sort of 
floods to which I first referred. Crop losses constitute one of the major 
items in damages from each such flood, and our farmers in these times 
can certainly ill afford such losses. 

I want to conclude this statement by again strongly urging this 
committee to report favorably legislation offering Federal protection 
against disaster losses. You may be sure that such a program will 
not only receive the approval of a majority of the Members of the 
House and Senate but will be, in addition, greeted with enthusiasm 
by the great majority of the American people. 

Thank you. 

The CLerk. Mr. Chairman, the next witness is the Honorable John 
L. McMillan, Member of Congress from the State of South Carolina. 

The Cuarrman. Mr. McMillan. 


STATEMENT OF HON. JOHN L. McMILLAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF.SOUTH CAROLINA 


Mr. McMiiian. Mr. Chairman and members of the Banking and 
Currency Committee, I deeply appreciate your giving me this time to 
make a few remarks in support of the disaster-insurance legislation 
now under consideration by your committee. I am heartily in favor 
of Congressman Forand’s bill and to such an extent, that I introduced 
an identical bill as the same hurricanes that caused so much disaster 
in his State came out from the ocean into my district in South Caro- 
lina. 

The damage caused by Hurricane Hazel, the first one of these 
hurricanes of very much significance, caused the property owners in 
the coastal area in my district more than $25 million. We, of course, 
could not expect the private insurance companies to fully protect the 
property owners along the coastal areas of this country. 

I certainly believe that the bill introduced by my colleague, Con- 
gressman Forand, and my bill, H. R. 8150, if enacted into law, will 
prove to be of great assistance to the people who own property along 
the entire coastline here in this country. I do hope that your com- 
mittee, in its wisdom, will present a favorable report on legislation 
of this nature to the floor of the House at an early date. 

The CuarrMan. We are glad to have your views, Mr. McMillan. 
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The clerk will call the next witness. 

The Cuerx. Mr. Chairman, the next witness is the Honorable 
Philip J. Philbin, Member of Congress from the State of Massa- 
chusetts. 


The CuarrMan. Mr. Philbin. 


STATEMENT OF HON. PHILIP J. PHILBIN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. Puitpin. Good morning, gentlemen. 

Mr. Chairman and colleagues, thank you very much for the privi- 
lege of appearing before you on behalf of the principles of my bill, 
H. R. 7944, and other similar bills, to provide a national system of 
disaster insurance. 

Now, my own bill, which is based on the principles of the War 
Damage Corporation, which functioned so successfully during the 
war, recognizes our free enterprise system and, in general, designates 
the insurance companies to place and service all the policies and to 
establish a revolving fund out of which losses can be paid upon a 
given contingency of loss. 

I believe that you gentlemen have been carefully studying these 
features, and are familiar with the operation of the War Damage 
Corporation during wartime, and while there were not very many 
losses paid out under that particular legislation, I am speaking in 
behalf of the principle because I think it could be useful, and should 
be carefully considered at this time. 

I appreciate the fact, also, that there are far more sweeping pro- 
posals which have been made, such as those presented by the dis- 
tinguished Senator from New York, Senator Lehman, and others, and 
perhaps some members of your own committee, which would cover 
manmade as well as natural disasters, and, frankly, I have no objection 
to such proposals because I think that they move in the right direction, 
namely, of providing for our fellow citizens, individuals, and corpora- 
tions, and all the people in the country, in fact, appropriate insurance 
against disaster of any kind whatsoever, wherever it may strike. 

Admittedly, gentlemen, as we all know, this is a very broad ques- 
tion, and I think that the Congress, in providing this type of insurance, 
as now appears inevitable and imperative, in my opinion, will have to 
establish appropriate limitations to make such a program not only 
actuarially and fiscally sound, but also to confine any inflationary 
effects that might otherwise appear. ; 

Members of Congress, I think, can take judicial notice of the 
tremendous and horrible potentialities of nuclear and thermonuclear 
damage to the Nation in case of war or attack, and it can be demon- 
strated beyond question, based on our experiences over a long period 
of time, and particularly of recent dates, that natural disasters, as 
distinguished from manmade disasters, can also inflict tremendous 
damage, which should be recognized and anticipated by enacting 
legislation embracing the principles of insurance. 

I first introduced my bill on this subject following the Worcester, 
Mass., tornado of 1953, which you all recall, and which created such 
frightful havoc and such dreadful losses of life in one of our great 
American cities represented in this Congress by our able friend, 
Congressman Donohue, and when the ravaging floods of August 1955, 
and subsequent ones, struck my own district with such devastating 





190 DISASTER INSURANCE 


force, and the Northeast, and later the great State of California, with 
really such terrific impact and great damage, my interest naturally 
became all the more intensified on the subject. 

There can be no doubt, I think, that the time has come for action 
in this field, if we are to be prepared to cope with future disasters, 
whether they emanate from war or nature. 

There are many kinds of natural disasters which would and should 
be covered by this legislation, in my opinion, not only floods, but 
tornadoes, earthquakes, forest fires, hurricanes, drouths, and other 
similar visitations of nature. It is estimated by a very eminent 
economist, Prof. Seymour Harris, head of the economic department 
at Harvard College, and a very prominent public figure, that over 
25 years the average cost of floods has been about $180 million per 
year. Other qualified economists have estimated these costs might 
be as high as $300 million per year. But, actually, the latest available 
figures of the Army engineers appraise the damage done in New Eng- 
land prior to August 26 at something like $1,700 million, or about 
10 percent of our region’s entire income for the year. That is the 
damage in that one storm alone. About 10 percent of the total 
annual income of the region. 

That does not include, of course, the severe damage of the later 
floods which I have mentioned. 

Clearly action by Congress is imperative, and it must be on a 
broad front, and must embrace adequate relief and rehabilitation 
measures, effective protection and insurance. While to some extent 
these remedies are mutually inclusive—and, again, they may not be, 
for example, if a widespread efficient system of flood control is speedily 
inaugurated and completed, that would in the opinion of engineering 
experts insure against the repetition of periodic floods in given areas— 
but, however, as we all know, nature’s habits are unpredictable, and 
future floods could conceivably overcome or bypass the protective 
projects and strike even at areas that have not heretofore been hit, 
and there are other disasters that 1 mentioned besides floods which 
could do exactly the same thing with equally devastating results. 

This is one strong and sound reason for insurance against floods 
and other disasters, because not even the wisest and most accomplished 
scientist can forecast with certainty when one or the other of these 
terrible natural disasters which visit us from time to time will descend 
upon us. 

Most of us will agree, I think, that disaster insurance coverage, or 
even flood coverage, cannot possibly be provided bv private insurance 
companies. Admittedly, the rates would be prohibitive. This 
principle was recognized in my bill, and in the war damage insurance 
legislation, and again by President Truman in 1951, after the Mis- 
souri floods, the terrible floods that hit that part of the country at 
that time, which you will all recall. He proposed a Federal under- 
writing program of disaster policies up to a billion and a half dollars. 
This measure was not adopted at the time, and as an alternative 
the Bureau of the Budget, which had been making studies on the ques- 
tion, suggested that Congress enact a measure which in effect would 
authorize the Government to accumulate, and if necessary pay out 
about $22 billion for disaster insurance, an amount that would involve 
about 2 percent of the current wealth of the Nation. 

As the able members of this committee so well know, there are 
many broad pending proposals relating to risks, apportionment of 
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rates, rate differentials between States, and the like. Of all these 
proposals it seems to me that in principle, at least, the one which I 
have suggested affords a ready answer to the problem, namely, a 
Federal reinsurance program with Government backing, limiting the 
total coverage to perhaps 20 to 25 billion dollars, entailing about an 
average rate of $1 per $10,000 value, and this insurance would be 
cheap and attractive, and would, I think many experts agree, result 
in wide coverage. 

If the States were permitted to participate, as suggested by Pro- 
fessor Harris, by committing the property tax to a certain amount 
of the rate, it is believed each homeowner would be charged some- 
where from 50 cents to a dollar and a half a year for adequate coverage. 

1 am of the opinion that the Federal Government should underwrite 
and support this program by itself, because I think that the general 
property tax in almost all of our States and communities already is 
a very heavy burden on the communities, and these damages are not 
limited in character. I think that they affect the national economy, 
even though they strike ruthlessly at certain localities and areas. 

I therefore think that the solution must be found in the national 
field by enactments of this Congress. 

Once the cost of disasters could be distributed over a broad enough 
area, there would not only be general participation because of low 
rates and the need for coverage, but also a more realistic contribution 
by the Federal Government from tax revenues collected from the 
States. Of course, it does not seem to me that it should make any 
difference whether we call this protective legislation, indemnity, or 
insurance. That is just terminology. But it seems to me it would 
be desirable to experiment somewhat with this new type of program 
in order to try to acquire sufficient experience to enable us in the 
long run to provide a mechanism that will be actuarially and financially 
sound. 

I don’t believe this program should entail matching contributions 
from the States at this time, as I have already indicated. 

There will also be the problem of reconciling the new program with 
other types of personal property insurance and crop insurance. We 
have had considerable experience in crop insurance, as has been 
noted by Mr. Multer, and I am sure all of you gentlemen are thoroughly 
familiar with it. It would be more beneficial in the long run to start 
with a broad support program, excluding Government competition 
with the private companies, of course, and preserving the principles 
of our free-enterprise system. 

I also agree that whatever form this legislation takes it should 
provide, insofar as is practicable, for the ultimate elimination of 
subsidies, when that can be done, and for a self-sustaining program. 
We can all envision situations involving the manmade, as distinguished 
from natural disasters, when no insuracne program of this character, 
or any other character which Congress might adopt, could possibly 
carry itself and stupendous Federal payments would be necessary. 
In fact, in that event doubtless the entire taxing and credit power of 
the Federal Government would have to be thrown into the breach, and 
I agree with my friend Professor Harris, that the fund should be 
limited to something like $20 billion, or so, in order to cope with the 
inflationary factors that will inevitably arise by the accumulation of 
such large funds, that might result from the broader program. 
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I would suggest that the maximum coverage under any bill, for any 
one corporation, individual, State, or municipality, should not be 
limited to $250,000 as has been proposed by the administration bill, 
but extended to cover every possible loss. I say that because, to 
illustrate the need for this provision, in my own district, in the recent 
floods, one company, a large industrial concern, sustained an actual 
loss of well over a million dollars, and several companies, many com- 
panies, I should say—and this is true also of the neighboring States 
of Connecticut, Rhode Island, New York, and Pennsylvania, and 
possibly in California—many companies sustained losses well over the 
$250,000 limit, so I don’t think that limit should be imposed. 

The principle of reinsurance of private companies underwriting 
disaster risks, I think, is a sound one, gentlemen, and I think it should 
be incorporated into any proposed legislation. But here again, I 
feel that the problem of limiting the amount ought to be carefully 
studied so as to provide adequate funds to cover all possible contin- 
gencies. Under the situation now confronting us, I believe the 
Government, and the Government only, can feasibly inaugurate 
disaster insurance, and I hope that in considering this legislation that 
this very able committee, with its great and able chairman, a truly 
monumental leader, and all its distinguished members who are so 
ably and conscientiously pursuing this work, will give careful con- 
sideration to the principles of my bill, H. R. 7944. I may add that 
under my bill payment for damages incurred would be made only 
upon declaration by the President of a disaster area, the same yard- 
stick which has been applied to the relief furnished from the Presi- 
dent’s emergency fund. The President would have broad discretion 
to act when necessary. 

In my judgment, the idea of disaster insurance is not only sound, 
but I think that in the long run, with proper experimentation and with 
a sound structure to start with, that it would be economically feasible. 

Certainly it is imperatively demanded, to safeguard our economy 
and to spare many of our fellow citizens from ruin or from great 
economic loss. 

There are elements in the problem that are extremely challenging, 
I know, and there are great complexities. But I have the greatest of 
confidence in this very able committee, embracing in its membership 
so many outstanding Members of the House, and I am sure that you 
will not only give the matter painstaking and thorough attention, but 
also be able to come up with effective solutions that will square with 
our free enterprise system and protect the public interest, and save 
large groups of our fellow citizens from economic loss, as well as loss of 
life. As chairman of the Massachusetts congressional delegation on 
flood prevention and relief, a body composed of some very able Mem- 
bers of the House, all colleagues of ours, and in behalf of my own 
constituents, who were so sorely afflicted by the recent disasters in our 
State and area, which suffered so greatly from past and recent floods, 
and in the name of very many people and communities throughout the 
Nation, I am sure, which have been and which will be in the future 
confronted with the horrible conditions which arise from natural disas- 
ters, I respectfully urge your continued, careful, and expeditious study 
and prompt action upon disaster insurance legislation. 

To you, Mr. Chairman, and members, let me express my deepest 
appreciation for your kindness in hearing me and for the courtesy 
which you have always extended to me. 
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The CHatrMan. What natural disasters can insurance coverage be 
obtained on now? 

Mr. Puriein. I don’t believe, according to the evidence that I have 
been able to acquire, that there is very extensive disaster coverage 
from private companies at this time. 

The CuartrMan. They will insure against windstorm? 

Mr. Puixsin. I don’t think that it is possible to insure real estate 
of any kind against flood, or any other disasters. I think you have 
windstorm insurance, in a limited way, but I do not believe that you 
have flood, hurricane, earthquake, drouth, forest fire, or insurance 
against any of the disasters contemplated in my bill. 

I think there may be certain classes of personal property, automo- 
biles, and the like, upon which insurance can be had. But that is 
very limited and does not extend to most general property affected 
by disasters. 

The CuarrmMan. I think you can get insurance against windstorm? 

Mr. Puitein. Yes; I think you can get insurance against wind- 
storm as such but not against tornadoes or other disasters. 

The CuHarrMan. I don’t know what the rate is, but I am just 
wondering if a man in an area affected by tornadoes could get that 
insurance at a reasonable rate, and whether he would want to carry 
the burden for insurance against flood? How you can make that base 
wider, I am not sure, and I am not sure what appeal that would have 
to these people, if they could get insurance from private companies 
against peril that affects them most, wouldn’t they also be willing to 
carry insurance against floods, which would affect only a limited area? 

Mr. Puitsin. | think you would have to do a great deal of careful 
work to set up a suitable program, but I don’t believe that at present 
you can get coverage for any damage arising out of great natural dis- 
asters, such as I have mentioned. It is true, as you have stated, that 
you can get windstorm insurance. It is costly, however, and of 
course would not be any protection against floods. I don’t believe 
that that sort of insurance is available from private sources except at 
prohibitive cost. I think that is why the Government has to come 
into the picture and provide for indemnity against this class of losses. 

The CuarrMan. One of the fundamental difficulties here is that 
the area that is affected is so small as compared with the other areas 
of the country which need other types of insurance. It seems to me 
you would have to have insurance that protects merely against flood, 
only against flood, and that must necessarily be at a higher rate if it 
is going to be based on actuarial experience. 

Mr. Puitsrn. That is true. That is why the Government has 
to do it. 

The CuHarrMan. So I think the Government will have to help if 
we are going to get this insurance. 

Mr. Puirern. I think so. And as I pointed out, it is not confined 
to floods, although the floods have posed the question realistically, 
but I think you have other natural disasters against which you must 
appropriately provide insurance. 

The CuatrMan. Are there further questions? 

Mr. Mutter. Mr. Chairman. 

The CHatrrman. Mr. Multer. 

Mr. Mutter. Mr. Philbin, I think you mentioned there should be 
a limit of $20 billion. 
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Mr. Pattern. Yes. The economists feel that when you get beyond 
a certain fund limit, you might be unleashing undesirable inflationary 
forces in the economy. It should be limited, in other words, to a 
total overall coverage, in the fund, of $20 billion or thereabouts. 

Mr. Mvuurer. You place no limit in your bill, however? 

Mr. Puiiprn. I did not. 

Mr. Murer. You think that a $20 billion limitation on overall 
liability should be had? 

Mr. Purisin. I think the amount of accumulation in the fund was 
what Professor Harris was referring to. I have no limitation in my 
bill, however. 

1 think, in connection with this, as I have stated—although I 
appreciate that you have the matter under very careful study and 
advisement—that you have to go over the whole field not only of 
floods but of other natural disasters, and decide how vou can come up 
with some sound, practical feasible program that will enable people 
to be insured at reasonable rates under the existing patterns of our 
private insurance, with Government support. 

Mr. Mutter. One of the things that troubles us is that everybody 
talks about actuarially sound principles being written into the bill, 
and they talk about a dollar a thousand rate as being one which would 
appeal to the insurance-buying public, and bring in the greatest 
number of participants, but nobody can tell us yet, at any rate, what 
would be an actuarially sound premium. As the chairman mentioned, 
we have had suggestions running all the way from $69 to $327 for 
$10,000. 

Mr. Putter. I think this is an imponderable, one of the many 
imponderables, that the committee can and will work out. 

Mr. Kitsurn. I understood you to say $1 for $10,000. You 
meant $1 per thousand dollars? 

Mr. Puitein. One dollar for $10,000 was the rate Professor Harris 
mentioned. 

Mr. Kinrurn. You mean you would get a hundred thousand 
dollars insurance for $10? 

Mr. Puitein. You would get $10,000 worth of insurance for a 
dollar. That seemed a very low rate, but it is definitely the rate that 
Professor Harris mentioned. 

Mr. Kinpury. You said per $10,000. 

Mr. Mutter. If that is to be the rate your system would be 
actuarially unsound before we begin to consider it. You couldn’t 
possibly get enough money at that rate. 

Mr. Purisrn. I don’t intend that this insurance should be measured 
by the standards of private companies. I suggest that it should be 
Government-supported. 

Mr. Mutrer. But the principles yeu are advocating, Mr. Philbin, 
is that the United States Government guarantee the payment of these 
losses. 

Mr. Puiiery. Yes. 

Mr. Mutter. Even though the policv may be written by a separate 
corporation or an agency of the Government, that the United States 
credit be behind it to the extent to which the policy is written. 

Mr. PutILpin. Precisely. 

Mr. Muurrr. Then, don’t you think there would be no point in 
authorizing $5 million to be taken out of the Treasury and allocated 
to this insurance fund? It would be a drop in the bucket. 
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Mr. Putin. That was provided to start the program, just as the 
War Damage Corporation was started originally with a very modest 
appropriation. You would have to have an administrative setup. 
The rest of the program would be conducted by premium funds which 
would be very sizable. There would be a large accumulation of this 
fund, and losses would be paid out of it. 

Mr. Mutrer. The Red Cross alone paid out over $i1 million in 
New England. 

Mr. Puiu. That is right, I believe. 

Mr. Mutter. The Small Business Administration started its 
disaster-loan program, having loaned up to August 1955, over $8 
million. It’s balance of $17 million was eaten up quickly, and when 
they came in here this year they needed $46 million just for loans. 

Mr. Puiuern. I understand that. This bill just sets up the mecha- 
nism, and then the premium collections would be put into the fund 
and would accumulate. If you can get broad enough coverage, in 
time you would have a very large accumulation of the fund. You 
would start modestly, but there would be a very large accumulation. 

Mr. Mutter. If the Lord were good to us. 

Mr. Puruern. There is going to be a certain amount of experimen- 
tation necessary, anyway. 

Mr. Wipnatu. Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnatu. Mr. Philbin, as I understand your proposal, it 
won't go into operation in any area unless there was a declaration by 
the President. If that were so wouldn’t it create hardship cases in 
thousands of cases where there was an impact on only 1 or 2 houses 
due to a flash flood? 

Mr. Puitern. That might be true, yes. But this is destined 
primarily to cover the larger disasters. 

Mr. Wipna.t. If you are going to make this available, don’t you 
think it should be available to all? 

Mr. Putter. I would have no objection to having such provisions 
incorporated in the bill. I included that safeguard because we have 
it at present in our disaster loan provisions as a check against waste 
and extravagance. I appreciate there are cases where a flash flood 
might damage the property of an individual, and where vou should 
have insurance available. I wanted also to avoid getting into unnec- 
essary competition with private companies. The President would 
have broad discretion. 

Mr. Wipna.t. If it were possible for anybody to buy this insurance, 
if vou charged $1 for $10,000, as you suggest, you would be buying 
insurance with no possibility of recovery unless the President declared 
it a major disaster? 

Mr. Puitsin. That is true, the way it is set up right now, but the 
suggestion I have made in connection with my bill contemplates broad 
discretion in the President and that the committee is going to consider 
this matter, and merge all the various proposals that vou think are 
meritorious and come up with a workable bill. 

Mr. Boiron. Mr. Chairman. 

Mr. O’Hara. Mr. Chairman. 

The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. Mr. Philbin, as I understand it vour bill is built on 
the concept that disaster anywhere has its repercussions on the national 
economy so that persons even remotely removed are indirectly affected. 
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Mr. Puaiiarn. That is right. 

Mr. O’Hara. What you are proposing is that there should be one 
rate throughout the country, a low rate, so that when and where 
disaster might hit enough money will have to come in, in part, at least, 
to meet the loss suffered in the affected community? 

Mr. Puivein. That is correct. 

Mr. O’Hara. That, to me, would seem to be sound. I am beginning 
to see the light. Heretofore it has been suggested to us that there be 
an enactment which must be accepted by the various States before it 
becomes effective in the respective States, and, of course, where there 
is a community which has had an unfavorable historical background 
regarding disaster the rate would be prohibitive. 

Mr. Puiiein. Right. 

Mr. O’Hara. You are suggesting that this be applied nationally, 
and that there be a low and reasonable rate, which would be paid 
everywhere, so that the loss in any area would be distributed 
nationwide. 

Mr. Puritan. That is true. 

Mr. O’Hara. Now, I wonder if in support of that concept, you 
could prepare and submit to the committee, for the record, an analy- 
sis of the effect on the national economy, in the way of people who 
were made unemployed by destruction in your district, the losses 
in taxes, and so forth, so that we will have pinpointed in factual form 
the sound reasons of your proposal. 

Mr. Puttar. I will try to accumulate such data and present it. 

Mr. O’Hara. I have found your testimony very stimulating. 

Mr. Puriprn. I thank the distinguished gentleman for the pene- 
trating and informative questions he has propounded to me, and his 
fine observations. They are characteristic of him. 

Mr. O’Hara. I might say that the district where I live, and where 
Mr. MeVey lives, is classified a cyclone area. I don’t know that any 
cyclone has yet hit us, although we are in the cyclone area. I think 
we can all take notice of the fact that the unpredictability in such 
things is such that these disasters may strike anywhere at any time. 
It might work out that the Government would lose no money. 

Mr. Puttar. It might not in the long run. That is what I sug- 
gested when Mr. Multer and the chairman raised the question. I 
think in time, if we lay the basis for experimentation and start 
modestly, but intelligently, and set up the right kind of a system, 
that in time we would have a self-sustaining program. That is my 
thought and, of course, my hope. 

Mr. Mutter. Mr Philbin, I must disagree as vigorously as I can 
with both you and Mr. O’Hara, but most respectfully. On this basis 
you can never set up a self-sustaining insurance program. On the 
basis of 10 cents a thousand, on a $20 billion coverage. You would 
get $2 million a yearin premium. If you raise it to a dollar a thousand 
you get $20 million a year in premium. The crop-insurance program 
is the nearest analogy to what we have here, and there we are taking 
selective risks, selecting the farmer—he must be a good farmer 
selecting the cause of loss that would create the liability, and also 
limiting the insurance to specific crops, and only in specific areas, where 
you are limiting your loss in almost every conceivable way, and that 
program, even today, under the finest and best administration they 
have been able to bring to it, is still losing millions of dollars. 
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Mr. Putian. That illustrates my point completely, because when 
you started you were losing much more. Year by year you have 
cut down the amount ofloss. And I think that $2 million for insurance 
of that kind is a very good and sound investment for the American 
people. 

Mr. Mutter. Mr. Philbin, they cut down the losses on the crop 
insurance by limiting the risks as to cause and specific crops, and 
weeding out the bad farmer, and they are still losing money. 

Mr. Putupin. I think our experience with crop insurance—you 
are more familiar with it, undoubtedly, than I am—illustrates that 
by experimentation you can improve programs that you start. I 
think that program has been improved and has been put on a sounder 
basis, and now is losing only $2 million a year, which I think is almost 
remarkable and certainly strikes me as being an illustration of a very 
fine system. 

Mr. Botton. Would the gentleman yield? 

Mr. Mutter. I yield. 

Mr. Bourton. Isn’t it true, Mr. Philbin, that if the principle of crop 
insurance were carried into a program of this type of disaster in- 
surance, not only would you have a flexible rate, depending upon the 
risk, and the area involved, but the very areas that you are trying to 
insure, where the risk is the greatest, would be those which under the 
principles of the crop-insurance program would be dropped? 

Mr. Puiisin. I think that crop insurance is analogous, but not 
exactly similar, and I think we can benefit from the experience we 
have had in the crop-insurance field. 

But there are other factors in the case of floods and disasters 
which are far more extensive and will require, perhaps, at the start 
at least, a broader measure of Federal contribution. I had expressed 
the hope and the belief that is entertained by some economists, at 
least, that in the long run if the program is soundly set up it may pos- 
sibly be self-sustaining. I am not too optimistic on that score nor 
am I particularly concerned about it, because I think this is a great 
public question that we have to determine, and that is in the interest 
of the country, public safety, and the convenience and welfare of our 
citizens, and so far as I am concerned I am prepared to advocate that 
it be Government supported to the extent necessary in order to 
achieve results. 

Mr. O’Hara. Will the gentleman yield for an observation? 

Mr. Mutter. I yield. 

Mr. O’Hara. I am not convinced that nature will keep on storming 
and that she will not go a number of years smiling, and during those 
smiling years of nature we can accumulate reserves. 

Mr. Puivsin. Precisely, and I think when we do that over a period 
of time we are going to be greatly easing the solution of the program. 

Mr. Mctrer. I wish I could be as optimistic about nature smiling. 
Past experience unfortunately is against that optimism. 

Mr. Puitsrx. Whether it is going to cost the Government money 
yr not, the program I think should be started. , 

Mr. Murer. That is what I am trying to get at. Incidentally, if 
you are going to make this like the crop- -insurance program nobody 
is going to buy it. Because the farmer pays 35 percent. 

Mr. Puttzin. As I pointed out, there is an analogy, but not a sim- 
ilarity, between the two types of insurance, but I think the experience 
we have acquired may be valuable to this question. 
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Mr. Mutter. I think what we have got to determine here is whether 
we are going to do this on a subsidy basis, as relief or grants, or on 
an insurance basis, and unless we get a better actuarial basis for it 
I think we should discard the idea and not kid the public that we 
are going to give them any insurance. When it comes to a showdown, 
where there is a tremendous loss, the Government will have to step 
in and make good the loss. Let us be prepared to do it on that basis 
and not kid the people that they are buying insurance. 

Mr. Puitern. I would be prepared to do that, but I have faith 
that this committee can come up with a constructive bill. I have 
complete faith in this committee. 

The Cuarrman. Mr. Philbin, we are very glad to have your views. 
We know your deep interest in this subject, and I am sure the com- 
mittee will exert its best efforts to try to work out something. 

Thank you. 

Mr. Pattern. Thank you, Mr. Chairman. 

The CuarrmMan. The clerk will call the next witness. 

The CLerk. The Honorable Antoni N. Sadlak, of Connecticut. 

The CuarrMAN. You may proceed as you desire, Mr. Sadlak. 


STATEMENT OF HON. ANTONI N. SADLAK, CONGRESSMAN-AT- 
LARGE FROM THE STATE OF CONNECTICUT 


Mr. Sapitak. Mr. Chairman and members of the committee, I 
appreciate your giving me the opportunity to appear before you to 
present my plea in behalf of H. R. 8277. 

The great havoc which wrought serious damage and devastation 


caused by unprecedented floodwaters in my district, the State of 
Connecticut, August 18-19 and also on October 15, 1956, confirms 
better than any words of mine, the necessity for flood insurance. 

In my bill, H. R. 8277, which is similar to the administration bill, 
the committee will find a sound, workable program, affording adequate 
protection to future flood victims, balanced against well designed 
machinery for Government administration. 

Such a flood indemnity and reinsurance plan, will enable my Con- 
necticut citizens, as well as the citizens of other States, to insure their 
valuables, both personalty and realty, against flood loss and damage. 
In ac complishing this needy and practic al purpose, H. R. 8277 enlists 
the combined assistance of the Federal Government, State govern- 
ments, and private enterprise, thus equally dividing the burden of 
responsibility. 

I urge the committee to consider carefully and act favorably on this 
necessary legislation. 

The CuarrMan. Thank you, Mr. Sadlak. 

The clerk will call the next witness. 

The Cierk. The next witness, Mr. Chairman, is the Honorable 
Gordon Canfield of New Jersey. 


STATEMENT OF HON. GORDON CANFIELD, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW JERSEY 


Mr. Canrretp. The best defenses against repeated floods and their 
resulting loss of life and property are flood prevention and control 
measures. These include dams to retain floodwaters above large 
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centers of population, many different methods of retaining a maximum 
amount of water on the land, levees, dikes and other measures. How- 
ever, it will take billions of dollars and much time to extend these 
benefits throughout the land. Meanwhile we are faced with an 
emergency. The past several years have seen damages from dis- 
astrous flood waters attain new heights; they have achieved the 
“billion dollar year.”” The northeastern section of our Nation in a 
few days last fall suffered as much damage as was done by 3 years of 
bombing in the Ruhr. Something must be done, and at once, to 
lessen the effect on our economy of repeated floodings, which com- 
petent authorities assure us are certain to come, and with heightened 
intensity. 

The American Red Cross has helped and will help the poor and the 
utterly helpless; and big business can draw upon its own resources. 
But what of the vast majority, the millions of ordinary citizens, who 
stand to lose most if not all of their property and resources, who have 
no other resources to fall back upon? 

It is primarily for the benefit of the proud American citizen, who 
is willing to help himself, that I propose this bill to create a flood 
indemnity program. I propose that a 5-year program be inaugurated 
whereby the property owner, the State governme nts, and the Federal 
Government each bear a share of the cost. That is the American w ay. 

I propose limitations that will assure that the homeowner, the small- 
business man, and local governments will benefit the most, as their 
need is greatest. None mav be indemnified for more than $250,000 of 
loss; a nominal amount will be deductible to avoid nuisance claims. 
Provision is made for continuous study of the problem and interchange 
of information and experiences with all who can contribute to a long 
range solution. To encourage maximum participation by private 
insurance companies, I would provide for some reinsurance by the 
Housing and Home Finance Administrator who would administer the 
flood indemnity fund which the bill would establish. Finally | 
propose that a report of experience be made at some time before the 
end of the experimental 5-year period for the guidance of the Congress 
in any future action it may desire to take. By that time it is my 
fervent hope that private industry will have taken hold of the problem 
and that the benefits of an accelerated program of flood prevention 
and control measures will have helped attain long range solution. 

I offer this bill for your consideration and emphasize the urgency of 
the situation and the need for its solution. 

The Crierk. The Honorable Katharine St. George, Member of 
Congress from the State of New York. 

The CHatrmMan. Mrs. St. George, we are very glad to have the 
benefit of your views. You may proceed as you desire. 


STATEMENT OF HON. KATHARINE ST. GEORGE, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NEW YORK 


Mrs. St. GeorGe. Mr. Chairman, first of all I want to thank vou 
very much for according me this time to testify on two bills which I 
have introduced on this flood damage and insurance. 

The first bill, H. R. 8278, is similar to the bill introduced by the 
Honorable Jesse Wolcott, known, I believe, as an administration bill 
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and I feel that you are all thoroughly familiar with that bill as it has 
already been discussed. Therefore, I will not take the time of the 
committee for that. 

The other bill in which frankly I am more interested, is H. R. 7961, 
which is a bill on insurance and reinsurance specifically. 

It provides for insurance or reinsurance up to approximately 90 
percent of damage on privately owned real property, commercial, 
industrial, and residential. A maximum of $250,000 for a single 
piece of property, an initial limit of total insurance outstanding of 
$500 million, which will increase over a 2-year period to $1% billion. 

The business, homeowners, actuaries, and insurance experts with 
whom I have been in touch generally agree upon the following facts: 

Flood insurance, while sorely needed in practically every State, is 
not available today. The insurance industry is not to be criticized 
for its failure to offer flood insurance. The prudence owed their other 
policyholders prevents insurance companies from embarking alone on 
a program where they are unable to be assured of a broad base on 
which to spread the risk, as a guaranty against early bankruptcy. 
Two, they cannot foresee with any certainty a reasonable profit 
within a reasonable period of time. 

Third, expenditures necessary for prediction of flood and flood 
damage in order to make possible an actuarial estimate of the risk 
involved in each policy issued. 

And, fourth, maintain the financial reserve necessary to meet claims 
arising out of a heavy flood early in the program. 

Fifth, cope with 48 different State insurance laws in attempting to 
fix varying rates and conditions for property in different areas. 

Only a federally sponsored program, drawing upon the facilities 
and services of the private insurance industry, can overcome these 
obstacles. Neither insurance nor floods are now subjects for con- 
gressional action. 

Mr. Chairman, it seems to me—and I have certainly always been 
one who did not believe in government interference, unwarrantedly— 
that this is a place where the Government can well step in. It is 
something that the people cannot do for themselves. Therefore, the 
Federal Government, it seems to me, can well back these insurance 
plans. And, another thing, J think this should be under the Small 
Business Administration. I don’t believe that these areas should be 
put, as has been said before in some of the testimony, under the Presi- 
dent to declare them as emergency spots. I think if we are going to 
help anyone we have got to help everyone, and I think that they 
should be free to apply to one agency of our Government that would 
be set apart to take care of them. 

I don’t believe that I have very much more to say. I have a rather 
elaborate analysis of H. R. 7960 which, with your permission, I would 
like to file and put in the record. 

The CuarkMAN. You may insert it, Mrs. St. George. 

(The material referred to is as follows:) 


Anatysis or H. R. 7960, 84rH ConGrEss—NaTIONAL FLoop INsuRANCE ACT 
or 1956 


Section 2: Declares the purpose of the bill to provide direct governmental in- 
surance of certain flood risks or to make insurance of such risks available through 
private insurance companies by means of governmental reinsurance. 








DISASTER INSURANCE 201 


Section 3 (a): Authorizes the Small Business Administrator to provide, upon 
payment of such premiums and subject to such terms and conditions as he may 
establish, either insurance or reinsurance, or both, against damage to or loss of 
privately owned real property—including commercial, industrial, and residential 
property—due to any flood. Empowers the Administrator to define ‘‘flood.” 
Restricts coverage to the limits of the United States, its Territories and posses- 
sions, but provides that the Administrator may make exceptions. Stipulates 
that this insurance or reinsurance may be offered when, in the Administrator’s 
opinion, licensed companies do not make it available at reasonable rates or upon 
reasonable conditions. Directs administration of the program so as not to serve 
as an inducement for unwarranted acquisition of facilities in areas which are sub- 
ject to recurring floods. 

Section 3 (b): Directs the Administrator to prescribe uniform premium rates 
for each type of insurance and/or reinsurance provided hereunder and the terms 
and conditions under whnich—and the areas and subdivisions thereof within 
which—each rate shall be applicable. Requires that rates shall be based on the 
risks involved and, to the extent deemed practicable by the Administrator, be 
adequate to cover all administrative and operating expenses arising under this 
program as well as reserves for probable losses. 

Section 3 (ce): Directs the Administrator to promulgate regulations with 
respect to flood damage insurance or reinsurance as follows: (a) The types and 
location of property with respect to which it shall be offered; (b) the nature and 
limit of loss or damage in areas; (c) rates, terms, and conditions; (d) other matters 
necessary to carry out the purposes hereof. 

Section 3 (d): Permits the Administrator to arrange for the financial partici- 
pation of any person or company licensed to do insurance business in providing 
insurance or reinsurance. Directs the Administrator to utilize the facilities and 
services of private sources to the fullest extent possible consistent with the mini- 
mum cost of providing insurance protection. 

Section 3 (e): Limits to $250,000 the aggregate amount of insurance issued by 
the Administrator to cover the loss of or damage to any single piece of real prop- 
erty. Further limits recovery to not more than the actual cash value or the cost 
or replacing, repairing, or rebuilding the damaged property. Provides for reduc- 
tion of the approved amount of any claim by $300 plus 10 percent of the remainder, 
or by a larger percentage as may be prescribed by the Administrator in the 
insurance contract. 

Section 3 (f): Limits to $500 million the amount which may be outstanding to 
provide insurance or reinsurance at any one time with provision for increasing 
this limit. with the approval of the President, by further amounts of $500 million 
on July 1. 1957. and July 1, 1958. 

Section 4 (a): Creates the national flood insurance fund in the Treasury of the 
United States. the capital of which shall consist of amounts advanced to it from 
appropriations. 

Section 4 (b): Provides that advances shall be made to the fund from appro- 
priations made therefor only when requested by the Administrator with the 
approval of the President. Directs the Administrator to pay into the Treasury 
into miscellaneous receipts at the close of each fiscal year. interest on such advances 

Section 4 (ce): Credits to the fund premiums paid for insurance and reinsurance 
interest earned on investments of the fund. and receipts from any other operations. 
Makes the fund available for the payment of liabilities under the insurance and 
reinsurance and for the payment of all expenses of the Administrator. 

Section 4 (d): Provides for crediting of unused capital of the fund to the 
appropriation from which advanced to be held for future advances. Provides 
for investment or reinvestment. in interest-bearing obligations of the United 
States, or in obligations guaranteed as to interest and principal by the 
United States, cash in excess of current needs. Credits to the fund the proceeds 
from the sale or redemption of the obligations held by the Administrator. 

Section 5: Authorizes the Administrator to make payment for valid claims. 
Directs the Administrator to collect from participating insurance companies such 
amounts as they may be obligated to contribute toward such losses. 

Section 6 (a): Directs the Administrator to consult with Federal, State, and 
local agencies having responsibilities for flood-control and flood-damage prevention 
to assure tt at the insurar ce facilities offered are consistent with the programs of 
such agencies, Further directs the Administrator to utilize the facilities and 
services of these and other public agencies to the fullest extent possible. 

Section 6 (b): Prohibits the issuance of insurance where risks are eligible for 
insurance from other public or private sources or with respect to properties the 
use of which is in conflict with State or local flood zoning laws. 
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Section 6 (c): Authorizes Federal agencies which are engaged in making direct 
loans or advances, or in participating in, insuring, or guaranteeing loans made by 
private lending institutions for the construction, modernization, repair, or purchase 
of property eligible for insurance hereunder, to require that such property be 
insured against flood damages. 

Section 7: Directs the Administrator to appoint a six-member advisory com- 
mittee, 


ANALYsis OF H. R. 8278, 84tH ConNGRESS—NATIONAL FLOOD INDEMNITY ACT OF 
1956 


Section 2: Declares the purpose of the bill as follows: (1) To make available, 
in cooperation with the various States, a program of indemnities with respect 
to certain types of property damaged or lost as a resu't of floods; and (2) to offer 
a program of reinsurance by the Federal Government of private insurers who 
underwrite certain flood risks. 

Section 3: Defines terms. 

Section 4: Authorizes the Housing and Home Finance Administrator to issue 
indemnity contracts obligating the United States to indemnify persons for damage 
to or loss of real property, business inventories, stored agricultural commodities, 
household effects, and such other personal property as he may determine as the 
result of floods occurring within the limits of the United States. Defines ‘‘flood’’ 
to include rising water caused by tide, wind, or rain, but empowers the Admin- 
istrator to extend this definition. 

Section 102: Provides that indemnity contracts issued hereunder shall be 
subject to the payment of fees established by the Administrator. Stipulates 
with respect to such fees (1) the basis for fixing such shall be on a consideration 
of the risk involved and the desirability in the public interest of providing inde m- 
nity protection at reasonable cost; (2) they shall be uniform throughout the 
United States for similar risks; (3) the Administrator shall set up “estimated rates” 
which would be necessary to provide an adequate reserve to pay all claims for 
losses over a reasonable period of years; (4) no indemnity contract shall be issued 
(a) for a fee less than 60 percent of the estimated rate or (b) unless the State in 
which the property is located has paid into the Federal flood indemnity fund 
50 percent of the difference between the fee so charged and the estimated rate. 
Provides that the Federal Government shall match funds contributed by the 
States for each indemnity contract issued. 

Section 103: Empowers the Administrator to provide for a determination of 
(1) the types and location of property with respect to which indemnities shall 
be provided; (2) the nature and limits of losses or damage which may be covered 
by such indemnity contracts; (3) the fees, terms and conditions of such indemnity 
contracts; and (4) such other matters as may be necessary to carry out the pur- 
poses of the act. Permits the Administrator to decline applications or risks and 
authorizes him to issue regulations with respect to coverage. 

Section 104: Refuses insurance coverage (1) to any person without an insurable 
interest in the property covered, or (2) if flood-risk insurance is available at reason- 
able rates and under reasonable conditions from another public or private source. 

Section 105: Limits to $250,000 the aggregate amount of inderanity insurance 
to be issued to any person. Reduces the approved amount of any claim under 
an indemnity contract by $300 plus 10 percent of the remainder, or by a larger 
amount or percentage as may be prescribed in the indemnity contract 

Section 106: Limits to $1,900 million the aggregate amount of indemnity 
contracts outstanding and in force at any one time with provision for an increase 
of $1 billion with the approval of the President. 


TITLE II 


Section 201: Authorizes the Administrator to provide reinsurance of insurance 
companies against loss on account of insurance issued by such companies against 
damage to or loss of real or personal property due to floods occurring within 
the United States in order to provide such insurance where it would otherwise be 
unavailable. 

Section 202: Directs that the Administrator shall prescribe premium rates 
and the terms and conditions under which—and the areas and subdivisions 
within which—each rate shall be applicable. Bases rates upon consideration of 
the risk involved aud specifies that such shall be adequate to cover all claims for 
losses over a reasonable period of years. Declares that all rates for similar risks 
shall be uniform throughout the United States. 
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Section 203: Empowers the Administrator, with respect to reinsurance, to 
provide by regulation for the determination of (1) the types of property available 
for coverage; (2) the maximum premium rate permissible to be charged; (3) 
the nature and limits of losses or damage which may be covered; (4) provisions 
which must be contained in such policies; and (5) such other matters as may be 
necessary to carry out the purposes of this act. 

Section 204: Permits the offering of reinsurance only to the extent that it is not 
otherwise available at reasonable rates and upon reasonable conditions from 
private sources. 

Section 205: Limits the aggregate amount of reinsurance outstanding at any 
one time to $100 million. 

TITLE III 


Section 301(a): Establishes a Federal Flood Indemnity Administration as a 
constituent unit of the Housing and Home Finance Agency to be headed by a 
Commissioner, appointed by the Administrator, to be paid at the same rate as 
other Commissioners of the other constituents of the Housing and Home Finance 
Agency. 

Section 301(b): Includes the Federal Flood Indemnity Administration with 
the group of wholly owned Government corporations. 

Section 301(c): Directs that the Administrator to maintain a set of accounts 
which shall be audited annually by the General Accounting Office. Declares 
that financial transactions of the Administrator pursuant to this act shall be 
final and conclusive upon all officers of the Government. 

Section 302: Creates the Federal Flood Indemnity Fund and the Federal 
Flood Reinsurance Fund, indemnity fees and payments by the Federal Govern- 
ment and the States to be deposited in the former, and reinsurance premiums to 
be deposited into the latter. Permits moneys in both funds to be invested in 
obligations of the United States or in obligations guaranteed as to principal or 
interest by the United States. Further authorizes the Administrator to sell 
such obligations and reinvest the proceeds, and directs that the income from 
such be deposited in the respective funds. 

Section 303: Authorizes the Administrator to issue to the Secretary of the 
Treasury notes and other obligations in an amount not exceeding $500 million at 
any one time in order to finance activities hereunder. 

Section 304: Directs the use of moneys in the Federal flood indemnity fund and 
the Federal flood reinsurance fund to pay claims against the respective funds 
and to pay the Secretary of the Treasury sums borrowed with interest. Pro- 
hibits the payment of administrative expenses of the Federal Government from 
the funds. Authorizes appropriations for payment of administrative expenses of 
the Federal Government to carry out the provisions hereof. 

Section 305: Directs the Secretary of the Treasury to pay valid claims under 
indemnity contracts or reinsurance agreements in the event that the Adminis- 
trator is unable to do so. 

TITLE IV 


Section 401: Authorizes the Administrator to enter into agreements with private 
companies prescribing their respective rights and obligations and providing for 
any such company to act as underwriting agent or claim agent or both on behalf 
of the Administrator. 

Section 402: Directs the Administrator to consult with representatives of the 
insurance industry and to make continuing studies and investigations for the 
purposes of expanding the reinsurance program and facilitating the ultimate 
assumption of all flood risks by private insurance carriers. 

Section 403: Directs the Administrator to make a report on or before January 
3, 1961, to the President containing such recommendations as the Administrator 
deems appropriate including a recommendation for such legislation as may be 
necessary for the termination of the Government programs hereunder and an 
assumption of flood risks by private insurance companies or an explanation of 
why such legislation at that time would not be feasible or desirable. 

Section 404 (a): Authorizes the Administrator to adjust, compromise, and pay 
claims. Limits recovery on claims to the actual cash value or the cost of 
restoration. 

Section 404 (b): Confers exclusive jurisdiction upon the United States district 
court for the appropriate district to hear claims disallowed by the Administrator. 

Section 405 (a): Provides for consultation by the Administrator with Federal, 
State, and local agencies having responsibilities for land-use and flood control and 
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for flood-damage prevention and flood-zoning to assure that the indemnity and 
reinsurance facilities offered are consistent with the programs of such agencies. 

Section 405 (b): Provides for the exchange of information between the Admin- 
istrator and any State insurance commission or agency or any private corporation 
or association which may be helpful in the establishment of indemnity fees and 
reinsurance premiums and the administration of the programs authorized 
hereunder. 


Section 406: Confers upon the Administrator all powers, and certain specifically 
enumerated, necessary to carry out the provisions hereof. 

Section 407: Exempts claims under indemnity contracts or reinsurance agree- 
ments from legal process before payment to the insured except with respect to 
claims of the United States arising hereunder. 

Section 408: Preserves the civil or criminal jurisdiction of any State or political 
subdivision in and over property acquired by the Administrator and declares that 
no impairment of the civil rights under State or local law shall be effected by such 
acquisition. 

‘ dection 409: Stipulates that property acquired or held by the Administrator 
shall not be exempted from State or local taxation. 

Section 410: Includes a savings clause to preserve the act in case any provision 
or provisions thereof are held invalid. 

Mr. Mutter. You suggest the Small Business Administration 
should handle this. I agree with you that it ought not to be handled 
on the basis of determining what is a disaster area, but the Small 
Business Administration, as set up today, has had no insurance 
experience or personnel. I think you would agree that it should be 
either an independent agency which is wholly in the insurance busi- 
ness, or that it ought to go to an agency which has insurance personnel 
and experience, such as the Housing and Home Finance Agency? 

Mrs. Sr. Georan. I think I would be opposed to setting up another 
agency, quite frankly. I would be agreeable to possibly putting it 
under another agency that you might consider better versed in 
insurance matters. There I would agree. But I think there should 
be an agency of the Government as set up at present that should be 
able to undertake this, and that the people, all over the country, 
would recognize as the agency to whom they could turn. 

The CuarrMAN. The charges would be based on an actuarial 
experience? 

Mrs. St. Grorcs. Yes, they would, Mr. Chairman, to a great 
extent, as far as they can be, of course. As you know, these things 
are acts of God and they have never had any insurance to take care 
of them, so it is really hard to point to any actuarial experience, I 
suppose, excepting in the matter of hurricanes, where I happen to 
know you can get insurance, though at a very high rate. 

Mr. Kitpurn. Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kitsurn. Due to my very high respect for your ability, I am 
glad to have your views on this subject, but I am not quite clear. 
You have introduced two bills. If the committee were to report one 
out, which would you prefer? 

Mrs. St. GeorGe. I would prefer the bill I last mentioned, which 
deals exclusively with insurance, and which is the bill, to my mind, 
which is most valuable at this time. I think the other bill is a little 
too all inclusive, may I say, and I think if we could start on the in- 
surance basis then possibly in time we could include other things, or 
even very special legislation, when it comes to indemnity. That 
would appeal more to me, and I thank the gentleman for his kind 
remarks. 

Mr. Kinpurn. H. R. 7960? 
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Mrs. St. GeorGe. Yes. 

Mr. Krixisurn. Does that just cover floods? 

Mrs. St. Georce. No, it covers all disaster insurance, but not 
manmade disasters. 

Mr. Wipnatt. Mrs. St. George, both bills have the same limita- 
tions? 

Mrs. St. GrorGe. Yes. 

Mr. WIDNALL. So it would be a matter of administration more than 
anything else? 

Mrs. St. Grorce. That is correct. 

The CHarrMAN. Your suggestion is that the Government set up 
this agency independently of any private enterprise or any other, as 
I understand, from anybody, to be administered by the existing 
insurance companies? 

Mrs. St. Georce. That is right. In other words, the Government 
would step in where it is impossible for any private insurance company 
to step in and handle the loan. 

The CuarrMan. Of course, the Government would step in every- 
where where floods occurred? 

Mrs. St. Grorce. They would have to, yes. But this would be 
set up on a permanent basis so that people in these flooded areas 
would know immediately where they could turn, and also the insur- 
ance companies would be willing to set up some type of insurance, 
knowing that they would have the backing of the United States 
Government. 

The CHarrMan. Do you know whether the private insurance com- 
panies will cooperate? 

Mrs. St. GrorGe. It is my understanding, Mr. Chairman—I have 
only spoken to very few in my own district—that they would cooper- 
ate and would do so very gladly if they felt they had this backing of 
the Government. 

Mr. Mutter. [hope they will come forward and tell us that because 
we have been having difficulty getting them to express any tangible 
support for the program. 

Mrs. St. Grorce. Well, Mr. Multer, I would be very glad to 
suggest to some of them that they do so. Of course, my insurance 
people are perhaps not synonymous with the whole country, but I 
would be glad to suggest to some of them that they testify or write to 
the committee and express their views on this legislation. 

Mr. Mutter. We certainly would like to have them. 

The CHarrMaNn. If you have any such testimony as that it may be 
inserted in the record. 

Mrs. St. Georce. Very well, Mr. Chairman, thank you, I will try 
to get that to you at the earliest time possible, and may I say, Mr. 
Chairman, in closing, that the one thing I do hope is that this com- 
mittee—and I am very sure that you will—will do something in the 
very near future because the hardships that have been visited on our 
people in the last 2 years have been very grave, and we all hope with 
Mr. O’Hara that that is not going to continue, but it is not a very 
cheerful outlook. 

I do think the people need something and something immediately, 
and I am sure this committee in its wisdom will be able to do something 
so they will have something to look forward to. 
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The Cuatrman. I know very well if floods continue in the future as 
they have in the past the people I represent will be the great bene- 
ficiaries of this legislation. 

Mrs. Sr. GrorGe. I am sure we all have people who will be bene- 
ficiaries, and we want to see them so. 

Thank you again, Mr. Chairman, for your kindness and courtesy 
in allowing me to come before you. 

(The following letters were received by Hon. Katharine St. George 
and submitted for the hearing record.) 

The CHarrMan. We are glad to have the benefit of your views, 
Mrs. St. George, and they will be considered by the committee. 

Mrs. Sr. Georacr. Thank you. 

The CLerk. The next witness, Mr. Chairman, is the Honorable 
Francis E. Walter, of Pennsylvania. 

The Cuarrman. Mr. Walter. 


CONGRESS OF THE UNITED STATES, 
HovusE oF REPRESENTATIVES, 
Washington, D. C., February 24, 1956. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. CHarRMAN: During the recent hearings on flood insurance bills, 
when I testified in favor of my H. R. 7960, Congressman Multer requested that 
I make available to the committee any correspondence from insurance companies 
favoring these proposals. 

I am therefore sending you letters from Mr. H. J. Wilkins, Jr., Newburgh; 
Mr. Matthew W. Marvin, Walton; Mr. A. C. Wallace, Goshen; and Mr. Sidney 
Mang, Sidney. 

I shall appreciate it if these can be made a part of the record. 

Very sincerely yours, 
KATHARINE St. GEORGE. 


H. J. Witxins, INc., 
Newburgh, N. Y., February 17, 1956. 
The Honorable KATHARINE St. GEORGE, 

House of Representatives, 


Washington, D. C. 

My Dear Mrs. St. Georce: Thank you very much for your letter of Feb- 
ruary 10 together with the copy of your proposed bill for flood insurance. 

I would like to congratulate you on the bill, because it certainly is a proposition 
which needs immediate action. My comments on the bill are as follows: 

I am very happy to see in the bill that the insurance is to be placed through 
private companies by means of governmental reinsurance. On that basis I am 
sure that private companies would cooperate in the writing of this type of coverage. 

I notice that the insurance would be on a deductible basis with a $300 amount 
plus 10 percent of the remainder. I think that for this type of risk an assured 
could afford to carry a much heavier deductible, because it is the catastrophe loss 
which this bill should provide for and not the smaller claims. 

I am also glad to see that you have recommended that the bill provide for the 
Administrator to utilize the facilities and services of private insurance companies, 
established insurance agents and brokers, and established insurance adjustment 
organizations. 

It pleases me to also see that the Administrator shall appoint an advisory com- 
mittee of not less than six individuals experienced in the writing of insurance 
against property loss to act as advisers. 

I hope that my comments may be of some value to you, and again I wish to 
congratulate you on your broad concept of the bill. 

Please feel free to call on me at any time if I can be of any service to you. I 
have had 30 years experience in the insurance business conducting my own 
agency and in handling all types of insurance. 

Very truly yours, 
H. J. Wix1ins, INc., 
By H. J. Wivxins, Jr. 
President. 
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MarvIN INSURANCE AGENCY, 
Walton, N. Y., February 17, 1956. 
Hon. KATHERINE St. GEORGE, 

House Office Building, Washington, D. C. 

Dear Mrs. St. Georae: Dr. E. O. Bush has referred to me a copy of H. R. 
7960, and asked me to communicate with you any ideas I might have on it. 

I suppose that it is necessary that an undertaking like this be started off in 
generalities, with its eventual form being hammered out in committee and by 
later amendments, but it seems to me that the Administrator of the Small Business 
Administration has powers altogether too unlimited. He seems to have the sole 
decision as to whom the insurance may be sold, the rates to be charged, and whether 
it is to be insurance or reinsurance or both insurance and reinsurance. The 
Administrator would also determine whether this insurance would be sold through 
his agency or whether it should be sold through organized insurance channels. 
In connection with this point it is quite obvious that the insurance industry is 
equipped to distribute such insurance at a far lower cost than could be done by 
a Government agency. 

One feature might be added to such a bill as protection to flood-ravaged areas; 
some clause in the flood insurance policy could require the property owner to re- 
build in the same area but in a location less exposed to floods. This would pre- 
vent a mass business exodus and its attendant serious tax loss to the community. 

I would strongly suggest that any approach to flood insurance should be modeled 
more on the war damage plan of World War II. In other words, the required 
insurance services should be rendered through the existing insurance industry 
with adequate reinsurance by the Government. 

Very truly yours, 
MatTtHew W. Marvin. 





Mane & Bowne AGENcYy, INC., 
Sidney, N. Y., February 9, 1956. 

Hon. KATHARINE St. GEORGE, 
House of Representatives, Washington, D. C. 


Dear Mrs. St. GeorceE: Our mutual friend, Mr. E. Ogden Bush, has for- 
warded me a copy of your bill, H. R. 7960 (a bill to provide for national flood 
insurance and reinsurance, and for other purposes), with a comment that I might 
forward you my suggestions. 

As you know, experience shows that flood insurance has not been successfully 
underwritten by private companies. In fact, I understand a recent survey by 
the fire insurance industry shows that it is still not possible to successfully handle 
flood insurance on a direct basis without some type of reinsurance. 

I believe that national flood insurance presents a real problem attempting to 
equitably assess the cost of such insurance in order that the expense to property 
owners in the so-called flood areas will not be prohibitive. However, I do believe 
that the solution will be a type of plan whereby flood insurance is handled by 
private insurance companies or private industry with reinsurance by the Federal 
Government. 

Your bill, as introduced, does just this, as provision is made for such insurance 
through private companies and by means of Government reinsurance. 

I wish to commend you on your bill and for your interest in this problem. 

Sincerely yours, 
SipNEY MAna. 


Watiace & Son, 
Goshen, N. Y., February 27, 1956. 
H. R. 7960 National Flood Insurance Act, 1956 
The Honorable Mrs. GeorceE B. Sr. GEorGE, 
The House of Representatives, 
Washington, D. C. 

My Dear Mrs. St. GEorGE: You were very gracious to send me a copy of this 
bill with your letter of February 10, and to give me an opportunity to comment 
on this bill. 

The increasing number of windstorms, and the increasing disposition of people 
to look to Government for relief, will make it necessary for the Congress to take 
some action on this problem. 





208 DISASTER INSURANCE 


I am sure that the entire business of insurance is relieved to see that the bill 
contemplates the use of the existing insurance organization. We remember with 
some satisfaction the job which private business did for the Nation with the war 
damage insurance. 

There are some points in the present text of the bill which I would question: 

Page 1, line 11: If this plan is to be reinsurance through private insurance 
carriers, it would seem to be undesirable to provide for direct insurance. The 
Government has no organization for the latter. It would have to erect one 
hastily, which would mean political favoritism and inefficiency. It would also 
be an entering wedge for extension into other fields of insurance. 

Page 2, line 18: ‘‘At reasonable rates and upon reasonable conditions.’’ There 
are insurance departments in all the States whose function it is to regulate the 
insurance business in the public interest. The Federal Government has so far 
refrained from intruding itself into this field of State regulation. It seems undesir- 
able to empower this Administrator to set up his own standards for this measure. 

Page 2, lines 22 and 23: Private insurance companies have the organization to 
prevent this abuse. I believe that they ares the only ones who could carry out the 
intent of this provision. It is the kind of danger that insurance companies are 
always guarding against. 

Page 4, lines 14 and 15: ‘Consistent with the minimum cost of providing insur- 
ance protection.’’ This would seem like an opportunity for setting up a govern- 
mental organization. This insurance is going to be costly. The loss ratio is 
bound to be bad. The only way it can be kept at a minimum is through the 
use of the existing, insurance facilities. But these facilities are well disciplined, 
and offer little opportunity for political favors. At some point along the way, 
an administrator might want to change this. 

Page 4, line 23: ‘“‘Any.’”’ Our insurance policies use the word ‘‘each.”” And 
then they go on to say that the deductible shall apply separately to each building, 
and also to personal property. I do not know how far you want to go with this 
important limitation, but I do believe that your wording could be more specific. 
I attach a copy of one loss deductible clause now in use. 

Page 5, lines 4 to 8: Does this mean that the Administrator may incorporate 
new Government corporations to write this insurance direct? To what are these 
corporations to be subsidiary and affiliated? 

Page 5, line 23: “‘Without fiscal year limitations.’”’ I do not know the mean- 
ing of this. But I like to have finances handled in an orderly way. I recall also 
some of the situations in which the Congress, during the Roosevelt administra- 
tion, surrendered its control over some of these bureaus. I would not want to 
see that again. 

Page 7, line 5: ‘** ither directly or.” If this business is to be handled through 
insurance companies, and their adjustment service, is it desirable to permit the 
Administrator to circumvent the adjusting service which is so essential to the 
protection of the best interest of the insurance-buying public? 

Page 7, section 6 (a): I consider this to be very important. 

Page 7, line 22: “On reasonable terms.” I cited my objection to this in refer- 
ence to page 2, line 18. 

Again let me thank you for the opportunity of addressing you in this way. 
With kind regards. 

Yours very truly, 


A. C. WALLACE. 


STATEMENT OF HON. FRANCIS E. WALTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


Mr. Watrer. The extensive havoc brought by floods during the 
past year emphasizes again the imperative need for action by the 
Federal Government to compensate victims for damage or loss of their 
property. 

Private, commercial insurance companies have been unable to 
provide insurance protection in such cases, and without the provisions 
of this bill, there is no likelihood that private firms will be able to 
change their policy. 

Indeed, a report issued by the American Insurance Association only 
last week, affirms that under present arrangements, insurance against 
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flood damage is not feasible, and there is no basis for altering the 
position of the industry on the impracticability of covering flood 
damage. 

3evond this, the report warned that— 


the Northeastern States have not yet experienced the greatest possible floods due 
to rainfall— 


and that— 


other Atlantic coastal regions have not yet experienced the greatest possible 
storm tides. 

In my own district, we have had a horrendous demonstration of 
what the lack of flood insurance coverage means. 

No fewer than 2,000 families suffered loss last August in Monroe 
and Northampton Counties, and 150 homes were totally destroyed. 
Damage to schools, hospitals, and other nonresidential structures 
amounted to $557,000; losses to public highways $7,595,000. In the 
Easton area, the cost of restoring private and public buildings and 
furnishings together with repairs to the water and sewage systems 
totaled $9,277,000. Losses in Bethlehem amounted to $950,000, 
plus extensive damage to the Bethlehem Steel plant. 

For all of these losses, not a single penny of insurance coverage was 
available. 

This is the situation which H. R. 7996 seeks to remedy—not only 
in my own district, but in all areas of the Nation threatened by such 
catastrophes. No private insurance company can provide coverage 
for such a loss without making premiums so high that the cost of the 
protection would be prohibitive. The reason for this is simple: In 
the case of fire and auto insurance, risks, and the premiums based 
upon them, can be distributed throughout the country. In the case 
of floods, however, the probability of loss is restricted to several 
individual areas and, while people in these areas would be ready 
purchasers of insurance, people in other areas would, understandably, 
not be interested in paying for such protection. Distribution of 
costs over these limited areas would of necessity be excessively high. 

The bill I have introduced provides that the Federal Government 
stand behind flood insurance written by private companies. The 
Secretary of Health, Education, and Welfare would set rates of 
premiums at a level as equivalent as possible to the cost of operation 
and would provide an adequate reserve to cover losses beyond 
proceeds derived from the premiums themselves. Thus private 
companies would be able to issue flood protection at fair rates without 
fear of loss in the event of extensive damage in one area or another. 

Without the remedies created by bill 7996, a great portion of this 
Nation’s productive capacity and resources are recurrently subject 
to virtually irreplaceable loss and on the people of the areas in which 
the disasters occur are imposed terrible personal and financial hard- 
ship. It is a situation which we, as individuals and as a nation, 
cannot permit to endure. 

The CHatrMAN. There are no other witnesses today so we will 
adjourn to meet tomorrow morning at 10 o’clock when we will hear 
from more of our colleagues on the subject. 

(Whereupon, at 11:56 a. m., the committee adjourned until Thurs- 
day, February 2, 1956, at 10 a. m.) 
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THURSDAY, FEBRUARY 2, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovse Orricr BuiLpina, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, and Messrs. Brown, Multer, O’Hara, 
Mrs. Griffiths, Messrs. Vanik, Wolcott, Kilburn, Betts, Mumma, 
MeVey, and Nicholson. 

The CuatrmMan. The committee will be in order. 

We are here again to pursue the subject as to how we may obtain 
some relief for those who have been affected by the flood disasters. 
We are very, very glad to hear our colleagues, whom I know are deeply 
interested in this subject, because I think there have been 32 or 34 
bills introduced in the House upon it. 

Mr. Clerk, you may call the first witness. 

The Cierk. Mr. Chairman, the first witness is Hon. Charles B. 
Deane, a Representative in Congress from the State of North Carolina. 

The CHatrMan. We are very familiar with him. For a long time 
Mr. Deane was a very excellent member of this committee, and we are 
glad to hear from him. 


STATEMENT OF HON. CHARLES B. DEANE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Deanr. Thank you, Mr. Chairman, and members of the 
committee. 

At the outset I would like to read a letter dated January 18, 1956, 
from the Commissioner of Insurance of North Carolina, Charles F. 
Gold. Ihad sent him a copy of my bill, H. R. 7883, which I introduced 
on the first day of the session to provide disaster insurance. 

I read and quote from Commissioner Gold’s letter: 

I have read your bill within and am glad to note that it contains a provision 
whereby there need be no disaster insurance to the Government if private in- 
surance industry makes the coverage available at reasonable rates. I think that 
a proper approach and am also pleased to note that you have included all natural 
disasters. It is my opinion that flood and other natural disaster insurance can 
only be written on a nationwide basis. 

Mr. Chairman, you and your committee will be interested in a 
resolution recently adopted by the North Carolina Insurance Advisory 
Board, which reads as follows: 

Whereas the undersigned members of the North Carolina Insurance Advisory 
Board have considered and studied the effect of Hurricanes Hazel, Connie, Diane 
and Ione, on life and property in North Carolina; also other natural catastrophes, 
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mainly wind and flood that have occurred over many sections of the United 
States during the last year and a half. As a result, these perils have made appar- 
ent the need for an all-risk type of insurance coverage which will adequately 
protect the economy of North Carolina and the Nation: Therefore be it 

Resolved, That the insurance advisory board goes on record as favoring complete 
natural catastrophe coverage; that if at all possible it be provided by the private 
insurance industry instead of the Federal Government; that if that cannot be 
done it is preferable to have the same through joint cooperation between the 
insurance industry and the Federal Government rather than by the latter alone. 

Further, That copies of this resolution be given to the North Carolina delegation 
in Congress and to Hon. Luther H. Hodges, Governor of North Carolina, com- 
mending them for their consideration of this program and beseeching their con- 
tinued consideration and support. 

Mr. Chairman, my statement is before each member of the com- 
mittee, and, I repeat, that I introduced it on the first day of the 
session. It is a product of many weeks of study. I requested the 
Legislative Counsel to review all approaches to this very serious 
problem. I do not take any special credit for the language or the 
coverage, but I did give them some idea of what I had in mind, and 
H. R. 7883, which I introduced, represents what I think is a sound 
approach. 

I will not take up the time of the committee to go into my bill 
section by section, but my statement, on pages 1 and 2, and the top 
of page 3, indicates in a brief way exactly what the bill would provide. 
We can go into those particular details later, if you would like, but I 
will now continue with my general statement on the philosophy or 
the idea of the Federal Government entering into the field of insurance 
from the standpoint of national disasters. 

The terrific losses from recurring national disasters are such that I 
feel this Congress and the administration would be remiss in our 
responsibility to the American people if we did not enact during this 
session of Congress basic legislation for national disasters. 

We must make a start. The combined skill and knowledge of this 
committee, and your staff, is such that I am confident you can produce 
this legislation. 

My personal pride and admiration of this committee, and my asso- 
ciation with you in days past, leads me to say that I do not want the 
other body to get the jump on our side of the Capitol. 

Briefly, I have a heading here ‘Hurricane Damages in North 
Carolina.”” I am thoroughly familiar, Mr. Chairman, with the North 
Carolina coast, especially where the eye of Hurrican Hazel wrought 
such great damage. The other hurricanes that hit our coast and 
State resulted in damage dollarwise that was staggering. The dollar 
damage figures in the tables below were compiled by the Civilian 
Defense Director for North Carolina, and used generally by our 
governor and other officials in appraising the problem. 

I will not go into detail so far as table 1 is concerned, but to take it 
by sections, indicating the damage from the first hurricane, Hazel, 
as of October 15, 1955. The estimated damage to public property 
and standing timber was $13 million. The estimated damage to 
private property, to which my bill is directed, amount to $110 million. 

Table 2, on page 5, is the damage sustained by the three hurricanes 
that followed Hazel; Connie, Diane, and Ione: Public utilities, State 
owned property, crops and other damages, other than damage to 
private property, amounted to $119,500, 000. The estimated damage 
to private property, $49,500,000. 
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A summary of these four hurricane losses will give you some idea 
of the terrific impact on the economy of North Carolina. This same 
economic impact could be outlined for many States that suffered from 
these hurricanes. It is serious, and I submit that only the Federal 
Government is able to come to grips with this problem. 

I direct your attention to the losses involving private property in 
North Carolina. For the four hurricanes, the sum totals $159,500,000. 
If this figure was reduced to sound insurance underwriting deprecia- 
tion, the figure might be perhaps nearer $100 million to $125 million. 

Assuming that $125 million represented the sound depreciated 
value of the private property damaged and destroyed, I think it is 
significant to note that the private insurance companies ‘paid on these 
losses an estimated $27,750,000. This sum paid by the insurance 
companies is significant and can be used as a criteria in your fact 
finding. 

The President’s disaster fund paid into North Carolina was signifi- 
cant. For your information, Mr. Chairman, this total disaster dollar 
relief paid by the Federal Government through the North Carolina 
civil defense totaled approximately $4 million. This relief, of course, 
did not bring any assistance to homeowners for damage or destruc- 
tion of their personal property. This disaster relief fund was for 
relief and much did go toward the relief of water and sewer systems, 
roads, bridges, and similar public works. 

It is my feeling, Mr. Chairman, that this type of dollar relief must 
continue to come from the States and our public works programs. 
I do not contend that these losses should come within the provisions 
of my bill. 

I want to talk at this point, Mr. Chairman, on the position taken 
by stock insurance companies. 

I am familiar with the position of the stock insurance companies 
on disaster insurance. While I am appreciative of the fair and reason- 
able adjustments they made incident to these four hurricanes in 
North Carolina which would be comparable over the Nation, yet 
I am exceedingly disappointed that up to this point the insurance 
industry has not submitted even a partial answer to the problem. 

Maybe I should amend “partial answer.’’ I am sure that they are 
interested in the problem, but as of this time I have not been given 
much encouragement from the stock insurance companies on this 
problem. 

Our Governor and our insurance commission in North Carolina 
take the position that only some type of Federal disaster insurance 
is the answer. 

You are familiar with the fine print in your fire insurance policy 
which provides this peril exemption: ‘‘Loss by earthquake, surface 
waters, floodwaters, waves, tides, tidal water, high water, overflow of 
streams or bodies of water, spray, and so forth.” 

Many policyholders which carried extended coverage were of the 
opinion that extended coverage provisions in their police: y would save 
them from the type of losses that they experienced from these hurri- 
canes. It was a sad experience for many property holders, who had 
not read the fine print in their policies. 

The committee would be interested to know that the North Carolina 
State Legislature in the last session required that this peril exemption 
should be more clearly stated in fire and extended insurance. ‘That is, 
the type should be brought out in a little bolder form. 
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Why does the insurance industry take the position that it does? 

Mr. Chairman, it is my opinion that the private insurance industry 
does not want to see the Federal Government take this step. In 
dealing with disaster insurance we face generally the same problem 
with the fire insurance industry that was taken by the life insurance 
industry when Congress enacted the social security law. 

It is my feeling that the enactment of a fire insurance program, on 
the basis of disaster relief, will have the same enormous beneficial 
effect on the fire insurance industry as we know social security has 
had on the life insurance industry. Social security has made every 
American life insurance minded. My bill will do the same for the 
fire insurance industry. 

Hf. R. 7883 will not establish a precedent, so far as the Federal 
Government is concerned. 

For several years the Federal Government has provided insurance in 
the field of Federal crop insurance. It is true that the underwriting 
has not been fully satisfactory yet in 1956 budget appropriated 
$7,500,000 to administer the Federal crop insurance, and the 1957 
budget will include a sum of $8,210,000. 

I commend our Government for initiating this crop insurance 
program. It is true that they face problems, but one of these days 
[ predict that such insurance will be available for most of our principal 
crops. 

I want to discuss now, Mr. Chairman, certain facts and information 
incident to a request made to the North Carolina Insurance Commis- 
sioner by the North Carolina Rating Bureau for an increase on ex- 
tended coverage and for other purposes within recent weeks in North 
Carolina. 

On January 11, 1956, the North Carolina Insurance Commissioner 
denied the application of the North Carolina Fire Insurance Rating 
Bureau to amend and increase certain rates. 

The request fur increases is summarized as follows: 

1. To increase extended coverage rates by 100 percent. 

2. Add a $50 deductible endorsement for all windstorm or extended 
coverage damage. 

3. Exclude coverage for television antennae. 

The reasons given by the North Carolina Insurance Commissioner 
in denying the increases were, using his words: 

The application for increase goes too far, does not appear to be in accordance 
with sound ratemaking principles, nor is it in the public interest. 

I am advised that if this request had been granted to the fire 
insurance industry it would have added an additional annual premium, 
North Carolina statewide, by $2% million to $3 million. Likewise, 
the addition of the $50 deductible endorsement for extended coverage 
loss would have reduced insurance losses by 50 percent. The elimi- 
nation of coverage on television antennae, the cost of which would 
run in some instances to over $100, was too much to expect and for 
that reason the increases were denied. 

I am confident, Mr. Chairman, that the insurance industry so far 
as North Carolina is concerned will regroup their underwriting 
approach and will receive due consideration by the insurance com- 
missioner in North Carolina. 

I would like to say in passing, Mr. Chairman, that I have written 
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a letter to Mr. Gold indicating that I feel the insurance industry was 
entitled to an increase in their extended coverage rates. 

The committee, I think, will find that despite the great losses from 
fire, earthquake, and so forth, in this country, all through our history 
the stock fire insurance companies have made good money. You 
have, I am sure, Mr. Chairman, the latest Best Insurance Guide for 
1954 which gives you some idea of the financial stability of the stock 
insurance companies of this country, and I will tell you in a moment 
why I have referred only to stock insurance companies. 

I repeat, the stock insurance companies have made good money. 
They are in the business to make money, and I respect their enter- 
prise. This gives me an opportunity to point out that one of the 
great stock companies in this country paid its total claim following 
the San Francisco earthquake, whereas other companies settled on a 
percentage basis. This company that paid its total claim is today 
one of the strongest in our country. 

I recall a Swiss insurance company that paid its total claim follow- 
ing the San Francisco earthquake. A representative of this Swiss 
insurance company, which still is selling insurance in the United 
States, told me last year in Switzerland that this company used all of 
its assets and all the money it could borrow and paid its total losses 
incident to the San Francisco earthquake. ‘This representative then 
made this significant observation, that during the next year their 
policyholders and new policyholders paid to this company a premium 
volume larger than the total San Francisco earthquake claims, that 
they had paid. I mention these instances, Mr. Chairman, to show 
that the public, in my opinion, will support a disaster-insurance 
program. I venture to predict if the Congress leads out on this disas- 
ter-insurance program that the insurance companies will show an 
enormous increase in premium. We will see, in my opinion, more 
insurance companies established. A program of disaster-insurance 
will be a shot in the arm for the industry. 

Mr. Chairman, while I do not pose as an expert on fire and marine 
insurance, [ have had some experience. For many vears I have owned 
a general fire insurance stock company agency. Since my service in 
Congress it has been operated by associates of mine. ‘This experience 
has given me some convictions about this subject we are dealing in 
today. 

At times I have felt the fire-insurance industry needed to lead out on 
a bold, aggressive plan of insurance coverage. At times it seemed to 
me that the industry was dragging its feet a little. For many years 
the industry has been governed by age-old practices. I admire this 
policy, because it has proven to be good for the industry. Yet we 
live in a new and modern age, and fire-insurance companies must 
modernize with the times. 

In view of competition and the policy of certain companies, most of 
the major fire insurance stock companies, as of recent months, have 
brought out three new most attractive policies. 

I shall not take up the time this morning to analyze these policies, 
but I shall leave with your staff three new types of policies which 
have recently been placed with insurance agencies throughout the 
land, at least by the stock insurance companies. These policies are 
known as homeowners policy A, homeowners policy B, and home- 
owners policy C. 

(The data referred to above has been filed with the committee.) 
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Mr. Deane. I am going to discuss with you briefly, if I may, what 
homeowners policy C would provide: 

It is a terrific advance in fire insurance underwriting. I might say 
it is an all-risk policy insofar as personal property is concerned. It 
will cover all kinds of disaster losses. I have a proposal which I shall 
leave with the committee, a proposal that I can talk about intelli- 
gently because I own this policy on my own residence. This new 
police: y, comparing it with other types of insurance, briefly, is this: 
If I bought the usual $20,000 insurance policy on my residence, take 
a roof, for example, if that roof had an age of 20 years, and it was 10 
years of age, if I had a windstorm damage, so far as that roof is con- 
cerned I would be given, or L would be paid a claim based upon 10 
years of depreciated value. Under the new homeowners C policy that 
roof would be replaced in its entirety. 

This new homeowners C policy also provides, if I carried $20,000 
on my residence, an additional amount of $2,000 on any annex build- 
ing not attached to the house, like a garage, or some utility building. 
It also covers fire and extended losses, and at this particular point I 
would like to make this observation: So far as personal property is 
concerned, it is an all-risk policy. It covers all of the damages in- 
cluded in the bill that I have introduced, or the other bills, I assume, 
that are before your committee. It carries a $50 deductible provision, 
and at that particular point I would like to make this observation, 
there is on your desk a pictorial description of hurricane Hazel, 
which lashed the Carolina coast. I have turned down a sheet toward 
the back, if you will refer to Long Beach, N.C., after hurricane Hazel. 
On the left, before, there were 325 houses on that beac h; after Hazel 
there were 3 left. The witness owned a residence on that beach. 
There was nothing left except a piece of marble that could be found 
and a black wash pot which was kept for driftwood and coal, but what 
I want to tell the committee is this: That prior to the companies 
bringing out homeowners C policy here they had a policy which was 
known as a personal property float policy. It was an all-risk policy, 
on personal property. It covers theft, mysterious disappearances— 
you could add amendments to cover my apartment belongings in 
Washington, and it likewise covered $2,500 on my personal property 
on the North Carolina coast in this residence. 

I collected 100 percent on my personal property losses, which 
amounted, based upon tne endorsement on my policy, to $2,500, the 
amount that I had. 

Since that time I have canceled out my personal property floater 
policy and I have purchased instead this homeowners C policy which 
I shall leave with the committee, and it is interesting to note, as you 
think of these various coverages under this homeowners C policy, it 
also covers comprehensive pe rsonal liability for losses; your dog might 
bite someone. It is covered. Your child does something to a 
neighbor, it is covered. 

If you went out to buy that individually, which has been possible 
in the past, you would have paid a certain premium. I could go into 
many details of this policy, but I will not, other than to say that if 
you went out to buy the present coverage in homeowners C policy, 
but not to include all of these special provisions, it would cost you 
$349.50. Under the homeowners C policy the total 3-year cost is 
$363. 
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The only reason that I go into some extent this homeowners C 
policy is to point out that the industry, the stock fire insurance 
industry, is beginning to be cognizant of the fact that the American 
public is going to ask for improved and modern services. 

Now, I said that I collected my full $2,500 on my personal property. 
Under the personal property floater policy that I had, now I have the 
same coverage under my homeowner ©. Instead of trying to look 
after 6 or 7 different insurance policies I have got 1 policy, which 
covers all of these particular risks that I mentioned. The premium 
is a litthke more, but I have complete coverage, and that is what 
attracts me. 

All right. Let me continue on this point: I had on that residence 
down there $9,000 on the house—$9,000 fire insurance and extended 
coverage. What did I get? I collected, as I pointed out, the full 
amount of $2,500 under my all-risk personal property floater, which 
has been in existence. This all-risk coverage, however, did not extend 
to the residence. On my $8,000 fire and extended coverage policy, 
for 3 years, I paid $173.96. 

Now, when it came to a matter of settlement, the adjuster asked 
me to apprise my residence. I did. I gave him a sketch, and he was 
very courteous and when he figured up the square feet he indicated 
to me that the appraised value would be $12,000 after depreciation. 
He said ‘You have $9,000 of insurance, and we will pay you $6,000.” 

Mr. Brown. How much? 

Mr. Deane. Six thousand dollars on the $9,000 policy. 

I had previously discussed the matter with my wife, and we had 
come to the feeling that we were in a rather awkward position. We 
were in the position of having sold ourselves a policy. We also rep- 
resented a very substantial stock fire insurance company, and at the 
same time we were claimants, so we were in a position of trying to be 
fair to the standards of the agency, to be fair with a good company, 
and at the same time be fair with the insured, and my wife and I had 
felt that we would be willing to settle for $6,500. 

The adjuster came back in and we told him what we were thinking, 
but if he felt that $6,000 was fair we would sign the proof of loss. 

The CuarrMan. Did that policy include specifically damage as a 
result of flood? 

Mr. Deane. It was only for extended coverage, Mr. Chairman, and 
[ will come and try to answer what you are thinking about in just 
a moment. 

He said ‘‘We will send it in and if the company approves it you will 
collect. $6,500.” 

I was paid $6,500. 

Now, when Hurricane Hazel hit Long Beach it was high tide. If 
vou will notice my residence at high tide, I was not more than 10 
feet from high tide, so I have often thought what was the criteria used 
by this company and by the industry as they asked the adjusters to 
use in determining when, you might say, when windstorm ended and 
wash began, because I collected $6,500 on a $9,000 insurance, fire- 
insurance policy. 

Now, I think that is significant for us to think about. 

Mr. Kitsurn. In that connection, as I understand it, the insurance 
you cannot get now is flood insurance, like when a river comes down 
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and floods its banks. In your case you were flooded, true, but that 
flood was caused not by rain but by the wind that blew in from the 
ocean; is that right? 

Mr. Deane. That is something that is in the mind of thousands and 
thousands of property owners who had insurance, I will say to my 
friend, Congressman Kilburn, along the coast wherever these damages 
occurred. On the North Carolina coast, and all up and down where 
this hit, in my opinion, an effort was made, if it was known by every 
property owner that suffered by virtue of these losses, that the in- 
surance companies have moved in and have made some kind of a 
settlement. 

The CuarrmMan. What we are trying to ascertain, I think, is whether 
any insurance company will insure against flood in those areas which 
are periodically flooded. 

Mr. Deane. That is right. 

The CHarrmMan. Do vou think there is any insurance company, 
mutual or stock, that will go into that field with the Government? 

Mr. Deane. I don’t see why they shouldn’t, Mr. Chairman. I am 
going to touch on that in the next statements in my statement, if I 
may proceed. 

The CuarrMan. You may proceed. 

Mr. Drane. The statistics, I think, Mr. Chairman, will show that 
when these hurricanes moved just outside the high-water mark 
practically all property damages were paid because the damage fell 
under the terms of the extended coverage for the policy. There were 
thousands of small losses. That is the reason why the companies 
requested the North Carolina insurance commissioner to add the 
$50 deductible endorsement. 

I realize that our citizens along the coast pay a slightly increased 
rate. Yet I contend that our inland citizenship is enjoying at the 
hands of the companies an advantage on extended coverage that 
should be rectified, and that is the purpose of my bill. 

I contend, also, Mr. Chairman, that if the companies even now can 
determine underwriting practices for extended coverage with higher 
rates for the coast than they do on inland property, that they can, if 
they would, come up with some pretty sound rates for this total 
coverage, as provided in my bill. 

If they can provide an all-risk coverage for personal property, all- 
risk coverage, and pay the total claims, as they did in my case, I am not 
convinced that they cannot come up with some type of reasonable 
rates which will extend to personal property, and also the difference 
between when windstorm ends and wash begins. That is the key, 
I think, to the whole thing. 

Mr. Brown. How far is your house located from low tide, or normal 
tide? 

Mr. Deane. Congressman Brown, my residence at high tide was 
within about 10 or 15 feet, but across the highway 100 or more feet 
from there, of course, it was all destroyed. 

The CuarrmMan. Your damage was largely caused by wind, though, 
wasn’t it; not by flood? 

Mr. Deane. No. I think that I must be fair with the insurance 
companies to say that it was at high tide. 

The CuarrmMan. Was your home flooded at high tide? 

Mr. Deane. There was nothing left, Mr. Chairman. 
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Mr. Brown. It was washed away. 

Mr. Deane. It was washed away. In my opinion, the insurance 
companies leaned over backward in making the settlement, but | 
think that they have established a precedent that they should think 
about as they come to grips with this problem. If they can settle 
a policy on the basis of $6,500, when an insured carried $9,000, that 
there are some areas of understanding that they can come to. 

Now, Mr. Chairman, how much can property owners pay for this 
coverage? Earlier, | pointed out that if the insurance industry had 
been given the increase they requested in North Carolina it would have 
meant an increase in the annual extended coverage premium of $2% 
million to $3 million. Likewise, tremendous savings would have 
accrued by virtue of the $50 deductible endorsement. Had _ their 
request been granted the insurance companies would have had a 15 
percent reduction in their losses. There is no way of indicating the 
savings that would have resulted from excluding television antenna. 

Eventually, under present State laws, the fire insurance companies 
in North Carolina, and in most all the States, will be given increases 
in their rates to make up for all of their losses. I am not conversant 
with other States, but I know that in North Carolina the insurance 
industry, through the North Carolina rating bureau, are regrouping 
their approach to ask for rates that will be within the realm of 
discretion. 

You may ask me have you rebuilt your beach property? I have 
not. Scores and scores of ocher homeowners have not rebuilt. They 
are now aware of the peril exemption in their insurance policies. 
The insurance companies are suffering a great loss in premium volume 
based on the fact that many homes will never be rebuilt until they 
have some assurance of coverage. 

Earlier I told you about the new homeowner C policy which the 
companies have brought forth. I will not further discuss that. 

It cost me, as I stated earlier, for the first year $133.10; for the 
second year, $121; for the third vear, $121, all risk, except the resi- 
dence, so far as—in other words, the residence coverage under the 
homeowner C, with the exception of depreciation, is the same as 
before. These other particular advantages I will not go into at this 
time, but you ask me how much more would I be willing to pay on 
a homeowner C policy to extend fully to my residence, and that is 
what I would attempt to tell you. 

Personally, I would not hesitate to pay an increase in my annual 
premium of $50 to $75, or even a hundred dollars, because, Mr. 
Chairman, on Long Beach there were scores and scores and scores of 
individuals who lived all the year round there, and that is true all up 
and down our coast. I would be willing to do that. 

I am going to give you some idea of present rates. The fire and 
extended coverage rates for the coastal properties in North Carolina, 
and I assume this would be comparable up and down the Atlantir 
Pacific, gulf, is as follows: For fire coverage for the first vear, it is 
22 cents per $100. That is for the regular insurance, not homeow ner 
C. For 5 years it is 99 cents per $100. The extended coverage on 
the coast is 14 cents per $100 for 1 vear, for 5 vears 56 cents per $100; 

In analyzing this increase which I would be willing to pay, I point 
out that if I owned a brick building establishment valued at $10,000, 
and I eliminated the 80 percent coinsured clause, [ would be charged a 
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rate of .958. I am willing to pay that on my business property of 
$10,000. I contend that a man’s home is his temple, and he is willing 
to go the limit to protect it, and you will find that to be true if you 
bring out this bill and the American public is given an opportunity 
to buy it. 

I contend again that a man’s own personal residence is something 
very personal. He is willing to pay what is right and that is the 
reason why, gentlemen, I respectfully thank you for listening to me. 
I sincerely hope that at an early date you will report out a disaster 
insurance bill. 

The CHatrrMan. What assurances have you that these insurance 
companies will enter this field and insure against flood in regions that 
are ravaged by floods periodically? 

Mr. Deanr. Well, one, they are issuing now a policy that covers 
all risk for personal property. ‘That is one. Second, when we had 
our social security legislation pending, the life insurance industry 
said it would ruin us. Prior to my entry into Congress, in addition 
to some administrative legal work, I was the representative of a key 
life insurance company, and many, many times, as I approached a 
sale, | would ask the man ‘“‘How much are vou going to receive under 
your social security,’ and he said $90."" I would say ‘‘Can vou retire 
on that?” “No.” Well, now, here is a $10,000 retirement policy, 
with a sound good company. This, added to your social security, will 
give you a retirement maybe approximately here of $200, and all over 
the United States that policy has been followed, and today I venture 
to say that the life insurance industry ts a thousand percent or more 
liquid, and their assets are unknown because of the passage of social 
security legislation, and I am of the same opinion that if the Federal 
Government begins to establish as a policy that American property 
tax values, and some of our basic economy must be protected, these 
insurance companies will come in and play their part well. 

The CHatrMAN. This is rather an anamolous case compared to 
general insurance. We are trying to protect people that have been 
ravaged by floods year after vear. Many of those people are not in 
position to take general insurance. The thing that attracts them 
most is insurance to protect them against future floods, and the chances 
of loss are very great. There is no doubt about that, because in the 
last 90 years we have had about 45 major floods in the Ohio Valley. 
If you insure a house down there for 5 years you are going to be rea- 
sonably sure you are going to sustain 1 loss aid maybe 2, maybe 3. 

I remember when 2 major floods came in 1 vear, and you can count 
on | flood every 2 years. 

How are we going to get into that field? 

Mr. Deane. Mr. Chairman, I think knowing you as I do you have 
certainly got an open mind; you have got a great committee, you 
certainly have brought out legislation in the past that was exceedingly 
controversial. It was very difficult to evolve, and I think that this 
is something that we are going to have to take, we are going to have 
to make an effort to begin to try to find an answer. 

My bill is rather broad in its underwriting provisions. It is dis- 
cretionary with the President who will administer this agency. | 
think that it is broad enough that sound insurance minded peopl 
can evolve rules and regulations, at least to start with, that will begin 
to assure the American people that they do have some protection. 
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The CHairMan. | agree with vou, that whenever a measure seems 
to be particularly involved, subject to various degrees of opposition, 
it is usually referred to this committee. | think we have got one now 

Mr. Deane. [| agree with vou, Mr. Chairman. 

The CHairMan. Well, we are very glad to have vou with us 

Mr. Mutrer. Mr. Chairmar 

The CuatrMan. Mr. Multer. 

Mr. Mutrer. Mr. Deane, I think your statement is one of the 
finest we have received yet before this committee on this subjec! 
You are one of the few persons who has come before us with insurance 
experience, and be able to tell us some facts that are necessary to 
know in connection with an insurance program. 

My own opinion is at the moment very similar to yours. I too, 
have spent a substantial part of my adult life representing insurance 
companies. | am afraid this is another instance where the big com- 
panies are going to sit back and say it cannot be done. Insurance 
companies have been telling us since 1952 that it cannot be done. 
After the Government does it they will come forward and start yelling 
“Get Government out of business.”’ 

| hope we can work out a practical plan here that is going to be 
actuarially sound. With the exception of vour testimony, no one has 
come forward and told us what rates can be charged, and what they 
should be, and whether or not it can be an actuarially sound program. 

Many witnesses have told us “It is actuarilly sound,” but no 
one gives us any idea of any rates that would be low enough to make 
it attractive to the buyer of the insurance. 

Mr. Deane. I| appreciate what you are saying, Mr. Multer, and 
| want you to study my testimony, to show what the rates are for the 
regular fire and extended coverage on property on the coast of North 
Carolina, and I also gave you the rates that a man would pay on his 
business property. 

Now, I contend that I am just as interested in protecting my resid- 
ence, or more so, than I am a brick building, and this is the figure 
vou will keep in mind. Fire coverage on fire and extended coverage, 
on the North Carolina coast, totals 36 cents per $100. All right. 
On my brick building, in the area hit by the storm, if I had owned 
one, | am paying .958. Now, Mr. Multer, my bill—and this would 
direct to the thought advanced by Mr. Spence—a variation in rates 
by geographical areas. So far as the North Carolina coast is con- 
cerned, Hazel was the first real damage to the North Carolina coast 
in 50 years. All right. What would the companies have collected 
during 50 years? They would have had a backlog of assets to take 
care of these losses. 

Mr. Brown. Is there a fire department located near your home? 

Mr. Deane. No, there is not, Congressman Brown. It is some 7 
or 8 miles from a little small town called Southport, N. C., and that is 
taken into account when the insurance companies establish these 
rates, because of their removal from fire protection or fire hydrants. 

When vou move inland, that rate is smaller because if vou are 
either in the city or outside of the city, or dependent on how close 

vou are to a fire hvdrant inside and out will determine your rates. 

The CuairnMan. There is a great variation in the rates of fire 
ecause of location and protection, isn’t there? 
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Mr. Deane. Not too much. After you move away from the coast 
of North Carolina, or other coastal areas, the rate is generally the 
same for private residences. It will vary so far as mercantile struc- 
tures are concerned because of the risk. A theater will take a terrific 
rate. A building with sprinkler systems will have a much smaller 
rate. 

Mr. Muurer. [It will vary also with the type of construction? 

Mr. Deane. That is right. 

Mr. Murer. Mr. Deane, I notice that your insurance commis- 
sioner refused the requests of the insurance companies for an adjust- 
ment of their rates. Among other things, you indicated they asked 
for permission to increase their rates by a hundred percent, they 
asked for a limitation of liability by putting in a $50 deductible clause, 
and by excluding coverage for television antenna. Did they offer at 
same time to increase their coverage to include flood damage and 
hurricane damage? 

Mr. Deane. No. This was based en the policies and contracts 
in existence 

Mr. Mutter In other words, they made no effort to extend the 
insurance to cover a plan such as we have in mind here? 

Mr. Deane. No. 

Mr. Mutrer. May I ask you also to explain the statement you 
made to us that the inland policyholder is getting some benefits that 
vou want to even out. How would that be done in connection with 
this plan? 

Mr. Deane. What page is that on my statement, please? 

Mr. Murer. I don’t recall that it is specifically part of your text. 
[ think you added that. 

Mr. Deane. [ can speak to it generally. 

When you move inland out of 7 or 8 counties along the coast, 
whereas this fire coverage for 1 year would be 22 cents per $100, that 
would perhaps be in the neighborhood of 18 cents, or 17 cents. | 
don’t have the exact figure. I could supply that for the record. The 
extended coverage would be likewise lower. 

Now, I am saying this, Mr. Congressman, that when this Hazel got 
away from the beach and began to move inland most of the damage 
was roofs blown off, or partial, and there were thousands and thou- 
sands of small losses. I see absolutely no objection to their request to 
add a $50 deductible provision, and I provide a deductible provision 
in my bill, and I likewise say that could be left to the administering 
agency. Instead of $200, as provided in my bill, it might be $500 or 
a thousand, but at least let us move out and do something. 

Mr. Murer. | agree there should be a deductible clause. It costs 
so much to adjust these small losses, the cost of administration might 
easily unbalance the program and make it actuarially unsound. 

In addition to that, if vou put in a coinsurance clause, to go with 
that deductible clause, whatever amount it should be, I think you 
could work out a more feasible plan than if there was to be complete 
coverage 

Mr. Deane. You are thinking now so far as coinsurance. That 
applies to business property, and, of course, it would be purely a 
matter of underwriting to determine whether a man buying the 
coverage, so far as all risk is concerned on his mercantile establishment, 
he would have to decide whether he wanted to pay the increased 
rates for the elimination of the 80 percent in coinsurance clause. 
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Mr. Mutter. | think it ts implicit in your statement that if w: 
can get a very wide base of coverage we can get a good sound system 
Am | right? 

Mr. Deane. That is right. 

Mr. Mutter. How do you think we can get that wide coverage? 
Much of the testimony here has indicated that the fellow who is in 
the flood area, or the area that has a history of floods, will want the 
insurance. The fellow who is up on the hillside and has never had 
that kind of disaster come to him will not take the insurance. How 
can we get the wide coverage? 

Mr. Deane. I think it will be approached this way: The insurance 
industry is a skilled group of people. They are good salesmen. I am 
confident that as they think in terms of a nationwide imsurance pro- 
gram involving all risk, people are going to become absolutely con- 
vinced that this is what they should have. When people buy insur- 
ance usually they are thinking of two things: They are not interested 
in all the fine print unfortunately, but they are thinking in terms of 
the man who sold them the policy; they have got faith in him. They 
have got faith in the assets of the company, and if the hfe imsuranc 
industry has been able to capitalize, as they certainly have on social 
security, | am satisfied that this is going to happen. You are going 
to see a terrific increase in the purchase of insurance, and at this point 
I would like to go off the record. 

(There was a discussion off the record.) 

The CuarnmMan. Mr. Mumma. 

Mr. Mutrer. I am not quite finished. 

Mr. Mumma. Don’t we have the 5-minute rule here? 

Mr. Mutrer. We have just gone off the record on something 
that I think is quite important. I didn’t want to get into the questior 
of the particular company that Mr. Deane has in mind 

Mr. Deane. All I was saying there— 

(There was a discussion off the record.) 

Mr. Murer. On the record. : 

Isn’t it possible that if we get a broad base coverage, right throug! 
the country, for this type of extended coverage, that the companies 
could work out a merit rating system similar to that in the automobil 
insurance industry, where if a man is insured for several years, has no 
losses or accidents, for which they must make payment, they give 
him a rebate of his premium, or a merit rating, so that he will pay a 
lesser premium for the next insurable period? 

Mr. Deane. We are dealing with a philosophy of insurance which 
might be true of certain insurance companies, but in view of the 
underwriting practices over many, many year, I doubt that the stock 
insurance companies would wish to go into it. However, as I pointed 
out, one of these stock companies have started doing it, you see. 

The CHarrMan. Will the gentleman yield? 

When vou reduce the automobile insurance premium for persons 
who have had no accidents, that is a reward for personal care. That 
certainly wouldn’t apply to a man who hadn’t been in a disaster 
They would give him a dividend because no disaster had come to 

him. That wouldn’t be anything over which he had any control at 
all, would it? Isn’t that based on the principle that you gave him 
au rebate, say, in automobile insurance, because he has operated his 
machine with care, and they feel there is not the same hazard in his 
insurance policy as there would be in other people’s? 
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Mr. Deane. That is true. 
The Caarrman. Would that apply to recurring natural disaster? 
Mr. Deane. That is true, Mr. Chairman. 

Mr. Brown. Off the record. 

(There was a discussion off the record.) 

Mr. Deane. Put this on the reeord, Mr. Reporter. 

I have spoken earlier that I speak having had for many years some 
experience as the owner of a general fire insurance company, all of 
the plants being stock companies. I have a high respect for mutual 
insurance companies, and if the Congress takes the lead in providing 
some broad basic legislation | am certain that the mutual companies 
will participate. 

The CHarRMAN. We have four more witnesses this morning. 

Mr. Murer. Mr. Chairman, | would like to finish with the 
witness. I have one more matter. I have yielded to everybody 
that has asked me to do it. I would like to finish with him, if I may. 

The CuHarrMan. I will recognize you for one more question, Mr. 
Multer. 

Mr. Mutter. Mr. Deane, vou have indicated the difference in 
premiums for the fire coverage and the extended coverage, and that, 
of course, is extended coverage, excluding the flood insurance. 

Mr. Deane. That is right. 

Mr. Mutter. Is it your idea that this insurance should include all 
the extended coverage, together with the flood insurance, or should 
the flood insurance be a separate program? In other words, if yeu 
have it all in under one premium, then you have got a spreading of 
liability. What is vour idea on it? Should this be part of the ex- 
tended coverage, and the premium increased accordingly, or should 
it be just flood insurance and a premium fixed for that? 

Mr. Deane. No, Mr. Multer. It would be my opinion, State 
and nationwide there should be an increase in the overall coverage, 
an increase in the fire coverage, as we ask in the extended coverage. 
That would be purely a matter of underwriting to determine whether 
they wanted to add an endorsement for all risk coverage. 

The Caarrman. Mr. Mumma. 

Mr. Mumua. Mr. Deane, I won’t prolong this very much longer. 
I want to ask vou one question. 

Do you think the company of which you are speaking who have 
made some advances along this line, would appear here and testify 
to the facts? We heve been sitting here a couple of weeks, and there 
is always in the background the insurance companies—what will they 
do? It is encouraging to know that you have a company that is 
willing to talk. Would they come here and testifv? 

Mr. Deane. This particular company that I mention that I 
represent is a stock company, but has decided within the last, actually 
since these hurricanes—I don’t know what prompted them to do it, 
but they have directed me to give a 10-percent reduction in their 
premium. 

Mr. Mumma. On what policy, type C? 

Mr. Deane. No; this is on the regular insurance policy. 

Mr. Mumma. That doesn’t protect you against this tidal flood, or 
a lot of those exceptions, though, does it? 

Mr. Deane. No. I think the philosophy back of that decision 
was “We are financially able to give a 10-percent dividend,’’ even 
though it is a stock company. 
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Mr. Mumma. Your type C policy protects you—this isn’t facetious, 
but it could be—protects you against everything but the dog bite 
and the Hazel bite, doesn’t it? 

Mr. Deane. That is very good. 

Mr. Mumma. I realize beach properties usually represent the one 
with the least foundation. I have never been to your beach, but was 
the damage at Myrtle Beach comparable to yours at Long Beach? 
[ am going to ask you a hundred dollar question then. 

Mr. Deanr. It was perhaps worse there on the North Carolina 
coast, as far as Hazel was concerned, because the eye of the hurricane 
hit there. It spread down as far as Myrtle Beach, along the coast, 
and came inland up to Canada. 

Mr. Mumma. It didn’t blow the Ocean Forest Hotel over, did it? 

Mr. Dreanr. No. 

Mr. Mumma. That is all. Thank you. 

The CHarrMan. We have got four other witnesses. 

Mr. Nicuotson. Mr. Chairman. 

The CuarrMan. Mr. Nicholson. 

Mr. Nrcnouson. Have you given any thought or was any thought 
given to establishing a corporation backed by the Federal Government 
with $500 million or a billion dollars, and have all these insurance 
companies take the pattern or risk, maybe 5 percent of their assets, 
or something like that? 

Mr. Deane. Congressman Nicholson, I didn’t go into that particu- 
lar feature of the underwriting. It is something that could be 
considered. I think this is certainly a reasonable approach. 

There is a point at the present time where the insurance companies 
will go and pay. From here to the end of your total coverage they 
say “We are not in a position to underwrite.”’ There is a margin in 
there which I think, if the Federal Government will show some support, 
the industry will come in and support vou. 

Mr. Nicuouson. Has there been any bill put in that had that idea 
in it? 

Mr. Deane. I am sorry, I am not able to say, Mr. Nicholson. 

The CHarrMAN. We have four other witnesses, our colleagues, who 
are here with us, and we will have to conclude the testimony. 

Mr. Deane. Thank you, Mr. Chairman. 

The CHAarRMAN. I want to say I think you have made a very fine 
and very constructive statement, and it should be considered by the 
committee, and with your great knowledge and fine persuasive powers 
| think we might delegate you to ask these insurance companies to 
make some concrete proposition before the hearings are concluded. 

Mr. Drang. Mr. Chairman, I have challenged the insurance com- 
panies in my statement. I think I use the words “dragging their feet.’’ 
I am not critical of the stock fire insurance companies, but I do feel 
the time has come when not me, but your committee, challenge the 
industry to come forward. I am sure that they have listened in our 
hearings from the beginning, and they are in the room at the present 
time; the top representatives of the insurance companies are here. I 
would like for them to know that I have a great respect for them but 
I think the time has come when your committee should have the benefit 
of their knowledge. 

The CuarrMANn. We ask you to use your influence, also. 

Mr. Deane. I will do all I can. Thank you very much. 
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The CHarrMan. Call the next witness, Mr. Clerk. 

The Cierk. The next witness, Mr. Chairman, is the Honorable J. 
Ernest Wharton, of New York. 

The CHarrmMan. Please be seated, Mr. Wharton. You may proceed 
as you desire. 

Mr. Wuarton. Thank you, Mr. Chairman. 


STATEMENT OF HON. J. ERNEST WHARTON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


Mr. Wuarton. Mr. Chairman and members of the committee, I 
first want to commend your committee on its timely action involving 
one of the most important problems of our day—the problem of making 
available flood and disaster insurance to our citizens at reasonable 
rates, and, in the interest of conserving time, I will confine myself 
generally to the necessity of pending legislation and the urgency of 
early congressional action. 

My congressional district lies along the Hudson River between New 
York City and Albany, and adjacent to the States of Massachusetts 
and Connecticut on the east and Pennsylvania and New Jersey on the 
west. On or about August 19, 1955, an unprecedented flood swept 
through portions of the States that I have mentioned, wreaking exten- 
sive damage throughout the entire five counties of my district. 
Thousands of my constituents suffered the loss of their homes and 
business interests and the actual damages ran well into the millions 
of dollars. The Red Cross and the Army engineers moved in and 
both organizations did admirable work, the latter undertaking over 
70 separate temporary projects in a short period of time. The 
condition in question was occasioned by a deluge of approximately 10 
inches of rainfall over the area within a matter of hours and while we 
had experienced similar conditions at irregular intervals, nothing of 
the extensive proportions of this disaster has ever occurred within the 
memory of the present-day generation. We thought that the only 
consoling feature was that such a disaster would be very unlikely to 
recur within our time. 

Surprisingly however, and within a short period of 2 months, 
specifically on the night of the 15th of October, we experienced 
recurrence of the conditions described with even more devastating 
effects and the people of the Northeast then demanded with reason that 
something be done and that appropriate measures be taken by way 
of permanent flood control and some provisions for obtaining adequate 
flood and disaster insurance coverage at a modest premium rate. I am 
told that such coverage is not available at the present time. 

Under the bill which I am sponsoring, H. R. 7997, we are first 
concerned with an appropriate agency to handle the reinsurance which 
is proposed to be initially written by private companies. It is my 
opinion that a new and separate governmental agency should be set 
up which is here designated as the National Disaster Insurance 
Corporation. I appreciate that there are other proposals whereby 
existing agencies would handle the problem but it seems to me that 
this is an important matter which, under proper supervision, might 
well be developed into a self-supporting agency. The premium rate 
however should be such as to preclude the idea of the Federal Govern- 
ment embarking in the flood insurance business for profit. This is 
merely a public service. 
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The proposed Corporation should be set up and composed of in- 
surance experts of the highest qualifications with broad underwriting 
knowledge. The very purpose of this proposal would be defeated 
were the premium rates to be set at a figure that the public could not 
afford to pay. There will be numerous underwriting problems such 
as the proposal of a comprehensive policy coverage similar to ou 
current automobile package coverage. It may be necessary to write 
this coverage in a deductible form and thus control the premium rate 
at a low level. In any event, we will have a broad nationwide base 
to work on and I predict that the private companies themselves will 
find the business much more attractive than they have dared to 
anticipate. 

I mention these problems merely to indicate the enormous technical 
responsibilities with which the Directors of the Corporation will be 
faced in their initial efforts to underwrite this business which the 
companies have so far hesitated to embark upon. 

In my opinion, the underwriting of flood and disaster insurance will 
not only prove feasible, but profitable as well and will be widely 
accepted and acclaimed by property owners all over the country and 
[ therefore urge vour continued activity in considering all pending 
legislation with the end in view of arriving at an early solution of the 
current problem. 

Mr. Kinrpurn. Mr. Wharton, I am sure the committee is glad to 
have your views. I know of your deep interest in this proposed 
legislation as you have talked with me about it many times. Because 
of the respect which the members of the committee have for your 
judgment and ability I know they will weigh your testimony carefully. 

Mr. Wuarton. Thank you, Mr. Kilburn. 

The Crierx. The next witness, Mr. Chairman, is the Honorable 
Thomas J. Lane, a Member of Congress from the State of Massa- 
chusetts. 

The CHatrMAN. We have other witnesses. I hope we can get to 
them before the House convenes. I understand Mr. Eden will be 
over there to address the House. 


Mr. Lane. 


STATEMENT OF HON. THOMAS J. LANE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. Lanse. Mr. Chairman and members of the committee, may 
I first express to you, Mr. Chairman, and members of the committee, 
my grateful appreciation for an opportunity to speak to you just 
briefly this morning, and I intend to be brief because of the fact that 
I know that your committee has had long hearings on this matter, 
and that each and every member of the committee has given it a great 
deal of thought and study, and I am going to speak to the committe: 
briefly and only in a general way. 

I am more than pleased and happy to follow Congressman Charles 
Deane from North Carolina, with his very able and constructive 
statement, and I know that he speaks from his experience as an 
insurance man, one who has had over a number of years a great deal 
of time put into such a subject matter. 

[ am not an insurance man, and for that reason, of course, I cannot 
help the committee in any way except to speak in a general way, 
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because of the fact that I am a member of the Congress from Massa- 
chusetts, and New England, that has been hit rather heavily by these 
floods from time to time. 

I know that the committee is seeking to obtain any and all informa- 
tion that they can to perhaps bring out a bill here that might inure to 
the benefit of those who suffered from these periodical disasters. 

Mr. Chairman, I suppose the best way to insure against flood losses 
is to prevent them, by flood-control projects that work. Paper 
plans, without construction, protect no one. 

Of course, New England needs flood insurance, because we have 
suffered loss of lives and devastating damage on several occasions 
during this generation due to the failure of the Federal Government 
to provide dams, reservoirs, and insurance. 

As your committee, through these hearings, is helped in its respons- 
ibility of developing a practical plan of disaster insurance, I am sure 
it will also recognize the need for flood-control works to minimize 
the effects of future floods. 

The element of risk must be reduced to keep any insurance plan 
solvent. 

Therefore, the proposed legislation should include emphasis on the 
need of more flood-control projects in the areas where such disasters 
have caused the heaviest losses, in order to provide the greatest 
measure of real protection, which will in turn reduce the carrying 
charges of the insurance. 

New England is noted for its independence, but sometimes its 
waterways carry this to excess, with an anarchy that is fearful to 
behold. 

Last year alone, as a result of two disastrous floods, hundreds of 
millions of dollars worth of homes, industries, and public facilities 
were damaged or destroyed. This was not a partial loss, retrieved 
or compensated for by insurance. The washout was complete. 
The discouraged victims had to rebuild all over again, from zero. 

Since 1927 Congress has spent $4.5 billion on flood control for the 
whole country. Only $53 million of that total was appropriated to 
protect the six New England States. 

In the face of inadequate defenses against rampaging waters and 
the lack of indemnities that would enable us to recoup our losses, 
we have suffered severely. 

The realization that we must be covered by some form of disaster 
insurance, has widespread support. For who knows, in view of our 
mercurial weather, where the next deluge will send swollen waters 
over their banks? 

On January 3, 1956, I introduced a bill, H. R. 7923, to be known 
as the National Flood Insurance Act of 1956. 

I know that you have got many, many bills before this committee 
to consider, to be known as the National Flood Insurance Act of 1956. 
Similar bills have been introduced by other members. 

The President has recommended that we initiate such legislation, 
on an experimental basis, with a reasonable limit on the amount of 
insurance for any individual or firm. And on the basis of coinsurance, 
under which individuals would assume part of the loss, in order to 
hold down premium rates. 

In this budget message for the fiscal year 1957, the President 
proposed $100 million of new authority for an indemnity and re- 
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insurance program under which costs of flood damage would be 
carried by the individuals protected, the States, and the Federal 
Government. 

Private insurance companies would participate to the fullest 
extent possible. 

Among the various proposals suggested I am sure that there will 
be a meeting of the minds on the common denominators necessary to 
make such legislation practical and effective. 

There is no argument as to why we must have flood insurance. 
The only questions concern how and when. 

I thank vou, Mr. Chairman, for your kind attention, and the 
attention of the members of the committee, and knowing that you 
have other Members of the Congress and other witnesses here to testify 
before vou this morning, and realizing that vou have had a great deal 
of-evidence on this particular subject matter, I wish to express to 
your committee our thanks for the opportunity to come here. 

The CHarrMAN. We know the great interest you feel in this subject 
We know of the disasters among the people you represent. 

Are there anv questions? 

Mr. O’Hara. Mr. Chairman, may I comment that I found Mr. 
Lane’s remarks very helpful, as | have found in many conversations 
he has had with me, in which he has shown an untiring interest in 
getting legislation in the field under consideration. 

Mr. Lane. Thank you, Congressman O'Hara. 

The CHairmMan. Are there further questions? 

If not, vou may stand aside. Your views will be considered when 
we go into executive session to write the bill. We thank you for 
coming. 

Call the next witness, Mr. Clerk. 

The CLerk. Mr. Chairman, the next witness is the Honorable 'T. 
Millet Hand of New Jersey. 

Mr. CuHatrMan. We are glad to have you, Mr. Hand. 

Mr. Hanno. Thank you, Mr.Chairman. 


STATEMENT OF HON. T. MILLET HAND, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW JERSEY 


Mr. Hann. Mr. Chairman, I appreciate the opportunity afforded 
me by your committee to support my bill, H. R. 8129 entitled “A 
Bill To Provide for National Disaster Insurance,’ but more particu- 
larly to support the idea behind disaster insurance, and not necessarily 
my particular bill. To use the hackneyed phrase, I have no pride of 
authorship, and indeed, I take no credit for originality in this idea 
which has been proposed by a number of our colleagues, and has been 
indicated as a part of the administration’s program. 

My special interest arises from the fact that in my congressional 
district, we have suffered a substantial number of disasters over a 
period of years, which seem to have been intensified recently. Our 
seashore resorts have suffered millions of dollars of damage from hur- 
ricanes accompanied by high ocean tides, not once, but several times. 
[ have had a vivid personal experience with this as have hundreds of 
my friends and neighbors. Almost all of them, I believe, would be 
greatly interested in the possibility of paying for insurance to cover 
such damage if it were available. It is not, or certainly is not at any 
reasonable rate. 
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In addition to the seashore section of my area, one of our recent 
hurricanes went a long way toward an almost total destruction of 
fruit orchards, particularly peaches and apples, not only ruining the 
fruit ready for market, but ruining a very substantial percentage of 
the trees themselves. This again is a situation in which the orchard 
operators would be glad to pay to insure themselves if they could. 
Again, apparently they cannot. 

Mr. Chairman, among other things, my district is one of the most 
substantial poultry and egg producing areas in the United States, 
and I very well recall personally visiting the poultry farmers of my 
district, not too many months ago, to observe that the largest and 
most substantial poultry houses, one after another, had been devas- 
tated and the flocks seriously damaged as a result of a storm of 
extraordinary severity. 

These occurrences in my own congressional district have, of course, 
occurred time and time again throughout the Nation. We recently 
had on our eastern seaboard in New Jersey, New York, and the 
New England area the greatest and most damaging floods in the historv 
of our country. Within weeks, and still going on, we have suffered 
devastating floods in California. So it is from east coast to west 
coast throughout our entire continental United States, that we have 
periodically suffered a loss of billions of dollars in property and 
hundreds of lives as a result of weather. 

As Mark Twain said, we all talk about the weather but nothing can 
be done about it. Certainly, we cannot hope to prevent damage from 
occurring, no matter what construction programs we undertake, but 
ve can and should make available to our people, at their own expense, 
means by which they can insure themselves against these hazards 
which can cause such ruinous losses. If such insurance were available 
from private sources I would not suggest the Government entering 
this field. However, it is not, and we must, it seems to me, engage in 
a pilot program of insurance or reinsurance until adequate insurance 
or reasonable rates might be available from private firms. 

My bill is not intended to be the last word on this subject. For 
example, I provide for a capital of $100 million for this Federal 
corporation, and it could be that it ought to be more than that, or less 
than that. I provide for the limitation of damage to a single property 
not to exceed $25,000 except in the case of public corporations such 
as cities. Perhaps that limitation is too high, and perhaps it is too 
low. 

These and many other details of the bill, quite frankly, had much 
better have the composite judgment of this committee than my own 
individual thoughts. The bill at the most is intended as a draft for 
vour consideration, which I hope will be given to it at this session of 
the Congress. Believe me, gentlemen, that in my area of the country, 
and a great many other areas, it is vitally needed, and in the long run 
and under proper management should cost the Government little or 
nothing, and might indeed result in a profit to the Treasury. 

The CHarrman. Thank you for your views, Mr. Hand. If there 
are no questions you may stand aside. 

Call the next witness, Mr. Clerk. 

The Cierk. The next witness, Mr. Chairman, is the Honorable 
Peter W. Rodino of New Jersey. 
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The CHatrMan. Please be seated, Mr. Rodino. You may proceed 
as you desire. 
Mr. Ropino. Thank you, Mr. Chairman. 


STATEMENT OF HON. PETER W. RODINO, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW JERSEY 


Mr. Ropino. Mr. Chairman and members of the cominittee, in 
support of my bill to establish a Federal Disaster Insurance Act | 
cannot speak too strongly. Even with all of our modern technology 
we have been able to do very little about eliminating natural disaster. 
Hurricanes still blow with terrific force, nor are they adequately 
predictable even as to direction and rate of movement. The pocket- 
size edition, the tornado, can be even more horribly destructive, in a 
densely populated area, though on a smaller scale 

If water is in excessive abundance, gravity still pulls it madly 
toward the sea—more or less contemptuous of the works of man which 
may partially block the valley path. The earth shakes, and the best 
laid works of our fellow humans may be contorted almost beyond 
recognition and tumbled to earth. We have learned a little about 
prediction. But even in those cases in which we know the probabl: 
odds, on some scientific basis, too often there isn’t much in the way of 
helpful adjustment which can be made quckly by anything so complex 
as our modern society. 

Time was when man had no choice but to face such destruetiy 
forces alone, as individuals or families. It was just bad luck or th 


gods were angry. It was nature in the raw. Whether or not h 
survived depended on fate and fortune, perhaps in some slight degre 
on his own frenzied efforts, puny though they were in comparisor 


with the overwhelming forces with which he was confronted an 
contending. 

Nature took her toll, regardless of race or color, religion, abundance 
or lack of worldly goods, political affiliation and over 2 period of timy 
seemingly almost regardless of where one might live 


As we have become more civilized, as our society has developed, 
and become more complex, we have discovered that mutual aid is 
not only a factor in evolution but also a factor in survival. We, i 


one form or another, as church groups, as the Red Cross, or otherwise 
jointly under the label “government,” have rushed aid to the survivors 
of disaster, whoever they might be, if they could be reached. Suel 
mutual aid, such disaster relief, has become a part of our Christiar 
civilization. 

We hold that unfortunate persons in peacetime shall not suffer it 


aid can possible be provided. Aid in disaster has also become a1 
acceptable part of the philosophy of most governments, to be acted 
on under special circumstances as the occasion arises. This is not 
only action on a humanitarian basis but recognition of a factual 
situation. That is, damage and destruction leaves the people and 
the area in a problem status—aunless there can be restoration, unless 
there can be rather prompt relief and reconstruction, unless th 


health, employment, and production aspects can be taken care of 
promptly, other areas also are seriously affected. So it becomes not 
only the benevolence of government but the self-interest of govern- 
ment, of society at large, to patch up the local destruction promptly 
and effectively. 
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‘Too often it is a very modest patching up rather than full rehabili- 
tation. Such aid, though freely given, is often far short of restoring, 
or nearly restoring, the persons and families, businesses and com- 
munities, to anything like their former status. The efforts, admittedly 
well intentioned, are likely to be slow, meager, and the procedures 
cumbersome. Sometimes it has been necessary, as in 1955, to con- 
sider whether or not it was necessary to call a special session of 
Congress. Prima facie inadequacy is indicated by the gap between 
total public expenditures of somewhat over $400 million against total 
disaster losses of about $4 billion in the last 5 years. Nor have we 
any reason to think that the gap is presently filled by private insur- 
ance. Hearings on disaster insurance by the Banking and Currency 
Committee of the Senate and a staff study for the same committee 
both indicate that insurance is either not available at all for some 
types of disaster, or the rates and specifications are such as to greatly 
reduce desired coverage. I do not intend here to go into the history 
of what insurance may sometime have been offered privately or by 
the Government, covering one or another of the several types of 
disaster and somewhat related incidents, such as war. Clearly, 
coverage has been very spotty and slight. For example, of the 1951 
Kansas-Missouri flood loss of about $1 billion, only 5 percent was 
covered at all by insurance. Even so, the insurance companies some- 
times find themselves facing very sizable obligations, as in 1954 when 
hurricane losses, according to the National Board of Underwriters, 
resulted in the Nation’s insurance companies paying out $225 million. 

Clearly then, there is need for greatly expanded coverage on disaster 
insurance. It would appear to be time for soc iety, acting through 
our broadest representation, the Federal Government, acting under 
the general welfare clause, to establish a broad program of direct 
insurance of property against risks and hazards incident to natural 
disasters. That is the purpose of H. R. 8161 which I introduced on 
January 5, 1956. 

My bill provides for the Small Business Administration to serve as 
the administering agency of the proposed Federal disaster-insurance 
program. Knowing something of the experience and personnel of 
that agency, as w ell : as its objectives, it appears to me that this agency, 
of all existing agencies, is the most logic al one to be obligated w ith this 
major new responsibility. 


RISKS COVERED 


H. R. 8161 specifically provides (sec. 4 (b) (2)) that direct insurance 
shall be made available under this program only to the extent that 
such direct insurance is not obtainable from private enterprise upon 
substantially the same terms and conditions, at substantially the same 
cost, and covering the same risks and hazards. You may be sure that 
I have nothing against private business—I am for it—but I want it to 
perform. Incidentally, I have made provision (sec. 11 (a)) for the 
Administrator, at his discretion, to utilize approved private insurers 
as agents for the Government’s direct insurance program. That will 
give them a chance, if they want a chance. 

It seemed best to provide broad scope with respect to type of risk 
to be covered; yes, floods certainly, plus earthquakes, earth tremor, 
tidal waves, wind, storm, cyclone, hurricane, and blizzard. Then I 
went a bit further and provided that the Administrator might desig- 





| 


seen 


DISASTER INSURANCE 233 


nate any type of unusual meteorological change or disturbance or 
unusual variation of weather resulting from natural causes as insurable 
natural disaster. Such broad coverage and wide administrative 
discretion seems to me desirable and perhaps necessary in this com- 
paratively new and largely uncharted field. It does not include, as do 
some other bills that have been introduced, war-damage risks. 


TYPE OF PROTECTION 


With respect to type of protection, H. R. 8161 provides only for a 
program of direct insurance. Direct insurance is defined as “insurance 
provided by the Administrator, on behalf of the Federal Government, 
directly to a person or persons under and by means of one or more 
direct insurance contracts in conformity with this Act.’”’ To me this 
direct approach appears to have notable advantages, undiluted and 
uncomplicated by indemnities, reinsurance, direct and/or guaranteed 
Government loans, and so forth. 


COVERAGE 


As to inclusiveness of coverage, H. R. 8161 would cover all private 
individuals, groups and organizations other than private insurers, who 
are specifically excluded (sec. 3 (3)). Reasonably, an insurable interest 
is required for coverage, such interest being defined as ‘‘any right, title, 
or interest in and to property which the Administrator determines to 
be an insurable interest for the purposes of this Act” (sec. 3 (5)). 

The kinds of property for which broad coverage would be available 
under this direct insurance program are real, personal and mixed 
property in which one or more persons have an insurable interest 
(sec. 3 (4)). Such property located in the continental United States 
and its Territories and possessions (including Puerto Rico and Guam) 
(sec. 3 (8)) would be eligible. 

H. R. 8161 would authorize the Administrator, at his discretion to 
include in each direct insurance contract provision for limitation per 
claim up to and including $50,000, plus 80 percent of the excess loss 
with a $50 deductible provision (sec. 7). This approach appears to 
me to be more equitable than arbitrary limitation per person or per 
property. Under the provisions of my bill there would be no fixed 
amount limit on the aggregate claims but limit on access to public 
funds would be provided by the financing provisions, under which 
‘the Administrator is authorized to issue, from time to time, to the 
Secretary of the Treasury and to have outstanding at any one time, 
in aggregate amount not exceeding $1 billion * * *’ (see) 14) 

Wide discretion is provided the administering agency in prescribing 
limitations on and exclusions from coverage. It seems very doubtful 
to me whether we here can do or ought to do more than provide the 
authority necessary to the performance of the duties invoived in a new 
program. There must be discretion. 


RATES, ETC, 


The Administrator is given some guidelines but H. R. 8161 provides 
general broad discretion as to premium rates on direct insurance 
contracts (sec. 6 (a)). Insofar as practicable adequate insurance 
protection shall be provided at the lowest possible reasonable cost, 
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but sufficient to provide reasonably adequate reserves in the Federal 
disaster insurance fund. So far as practicable uniform rates shall be 
prescribed for each type of contract (sec. 6 (b)). 


FEDERAL FINANCIAL SUPPORT 


This is a Federal program but inasmuch as provision is made for 
rates presumed to be adequate to the functioning of the program and 
the administering organization, appropriations by Congress to the 
fund are authorized but not specified or limited (sec. 12 (5)). Bor- 
rowing power, as authorized, is limited to $1,000 million. 

If and when we have such a program underway it seems to me 
desirable that Government agencies which make direct loans on prop- 
erty eligible for insurance under this program, or which participate in 
or insure loans on such property should require such insurance as a 
condition for such financial assistance. H. R. 8161 so provides. 

Provision is made for review and study of the effectiveness of the 
program and for the use of experts and consultants as well as the more 
usual staff. Provision is made for coordination with pertinent exist- 
ing programs, with the stipulation (sec. 15 (d)) that such insurance 
shall not be available to property which is used in violation of flood 
zoning ordinance, etc. Provision is made for settlement of claims, 
both by administrative procedure and final judicial review, if neces- 
sary. Mv considered opinion is that H. R. 8161 should become the 
law of the land. 

The Cuarrman. Thank you for your views, Mr. Rodino. If their 
are no questions, you may stand aside. 

The clerk will call the next witness. 

The Crierx. Mr. Chairman, the next witness is the Honorable 
James T. Patterson of Connecticut. 


STATEMENT OF HON. JAMES T. PATTERSON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CONNECTICUT 


Mr. Parrerson. Mr. Chairman and distinguished members of 
this committee, today it is my privilege and duty as Representative 
of Connecticut’s Fifth Congressional District to speak before this 
committee on my natural disaster insurance bill—H. R. 7940. 

It would be useless for me to cite the urgent need for Federal 
disaster insurance; for I am sure that every member of this committee 
is fully aware of the millions of dollars in property losses suffered in 
the flood disasters of last August and October, and the more recent 
floods that occurred in California. 

In my district—the Naugatuck Valley of Connecticut which was 
the worst hit of all flood-devastated areas—there were many persons 
that had worked hard for many vears to earn and own a home, only 
to see the fruit of their labor float pathetically down the turbulent 
ivers. They had no insurance on their homes, and hence in many 
cases the savings of a lifetime vanished overnight by a single stroke 
of nature. The reason, Mr. Chairman, that they had no insurance 
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r homes was, of course, because flood insurance is not obtainable 
from private insurance companies. In sharp contrast, without diffi- 
ulty a person can obtain insurance from private insurers against 
losses-ineurred by fire and certain other disasters, but not against 
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Thus, Mr. Chairman, in areas such as the Naugatuck Valley and 
other flood-hazard areas, even after a devastating flood there is 
initial reluctance on the part of homeowners to rebuild their homes 
because they live in constant fear that a similar tragedy may strike 
anytime without warning. 

Now I realize that the foremost necessity for protection against 
losses incurred by floods is not a flood insurance plan, but rather a 
foolproof flood-control plan that would protect our citizens against 
future floods. With this there would be no need for flood insurance. 
This, of course, is presently being worked out by our engineers with 
the support of the Congress, State and local officers; but unfortunately, 
such a flood-control plan cannot be put into operation overnight, and 
may require a number of years before becoming a reality. 

Therefore, in the meantime it is the duty of the Congress to afford 
our citizens with protection against flood devastation until persons 
in flood-hazard areas are certain that floods will not occur in the future. 

My bill, Mr. Chairman—H. R. 7940—would provide for the estab- 
lishment of a Federal Disaster Insurance Corporation from which 
citizens could obtain direct insurance not only against flood disasters. 
but also against numerous other natural disasters. 

This bill is very flexible and affords wide latitude to the Congress 
for establishing a sound Government Insurance Corporation. Ac- 
cording to H. R. 7940 the services and advice of experts of private 
insurance companies could be solicited and private insurers would 
participate in such other capacities as deemed by the Corporation’s 
Board of Directors. 

As a means of financing the Corporation without exorbitant ad- 
vances by the United States Treasury, a provision is included in the 
bill according to which Corporation obligations would be sold to 
individuals, and these obligations would pay an attractive rate of 
interest, thus inducing private investors. The interest paid on obli- 
gations to individuals would be earned in much the same manner that 
interest paid on postal savings accounts is earned by the Post Office 
Department. 

It is my firm belief, Mr. Chairman, that the Federal Disaster 
Insurance Corporation provided by H. R. 7940 would eventually 
become not only self-sustaining, but would soon develop a sound 
financial structure and thus be an asset to the Government much like 
Federal Deposit Insurance Corporation is today. 

In general, my bill is designed in such a manner that it is open 
for numerous modifications and improvements. It provides the 
structure for a Federal Disaster Insurance Corporation that would 
provide our people with protection against natural disasters. The 
maximum and minimum amounts of insurance that could be obtained 
by individuals, premium rates, and other aspects of the Corporatior 
would later be determined by the Congress. 

I thank the chairman and distinguished members of this committe 
for your kind attention and sympathetic consideration. 

The Cuatrman. Thank you, Mr. Patterson. 

The Crerk. The next witness, Mr. Chairman, is the Honorable 
Hubert B. Scudder, Member of Congress from the State of California 

Mr. Vanik. Mr. Scudder, will you pardon me for just a moment? 

Mr. Scupprr. Yes. 
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Mr. Vanrx. Mr. Chairman, I wondered if we might have unani- 
mous consent to insert after every Congressman’s statement in the 
record, or whether each member of the committee present might insert 
a statement commenting on the statement, in order to expedite the 
time of the hearing? 

The CHarrMAN. That may be done. The committee has always 
given that general power, to insert anything that is pertinent. 


STATEMENT OF HON. HUBERT B. SCUDDER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Scupprer. Mr. Chairman and members of the committee, I 
realize you have a very perplexing program to endeavor to develop. 
It is not something that any one person can give you the answer to. 
I believe with all the information you are able to procure that there 
will be steps that you will have to take in order to develop something 
to take care of the condition which we find ourselves in as regards 
floods and tornadoes. 

I have a statement that I will read, Mr. Chairman, and then com- 
ment on, and I will be very glad to have your observations. 

I appreciate the opportunity to appear before you on a subject which 
l am very much interested in. I have introduced H. R. 8165, which 
is quite general in character, but at least it is a bill from which your 
committee can work. It is my understanding that several bills on 
the subject have been introduced. 

The floods which occurred in California during the months of 
December and January lead me to believe that an insurance program is 
both practical and logical, and is necessary in order to eliminate the 
heavy losses that have and will continue in many of the lower areas 
of our country. 

While I realize that anyone who builds in low areas assumes a risk, 
and without a doubt in time will experience a flood, I believe there is 
a way of attacking this problem, and that the burden of cost can be 
spread in such a way as to relieve a great amount of the suffering and 
heavy losses. 

A good part of my life has been engaged in the insurance business. 
I know that there are many exceptional policies written, and there are 
certain rules that govern the minimum losses and the requirement of 
maximum policies. I have in mind coinsurance, which provides for 
insurance to value, deductible policies can eliminate the small losses, 
but would provide for insurance in excess of a minimum, and would 
lessen the shock to the owner of the property. 

I believe that any insurance company, together with the possible 
reinsurance by an agency set up by the States and the Federal Govern- 
ment, would require that reasonable laws governing construction and 
location of subdivisions be made a part of the contract. 

I might say, Mr. Chairman, that anybody who builds in a flood 
plain can eventually expect a loss. The small losses are hard to adjust, 
and you will find that insurance companies would be reluctant to 
become involved in these small claims. 

The construction feature, however, is highly important, and it is 
taken into consideration by insurance companies in setting rates on 
fire insurance, earthquake insurance, and many other types of in- 
surance. 
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I witnessed in the Sacramento Valley, in particular, and to a certain 
extent in my district, where many houses had been checked at the 
foundation. In other words, foundations were put in, but planks were 
just laid loosely on top, and with the rise of floodwater the building 
just moved off its foundation. 

Now, it used to be, and it was a common practice in construction, 
to strap down the house to a concrete foundation. That has been 
eliminated in this great construction program we have had in the 
past many years, so I believe that if a person builds in an area, sub- 
ject to flood, there should be building requirements to strap the house 
to the foundation. I would be afraid to hazard a guess of the per- 
centage, but I would say that the floating off of houses costs at least 
25 percent of the loss in some of those areas 

If they had been strapped down they wouldn’t have moved, and 
that loss would have been prevented. Many houses had just barely 
gone off their foundations, some had moved only 10 feet, but the 
house was almost a total loss. 

I do not believe it would be possible to insure in areas where no 
protection was given, and no consideration was taken by the local 
government to endeavor to provide for a minimum loss. 

I believe any county subject to flood condition should pass ordi- 
nances requiring certain conditions for construction. Building 
ordinances would be established in all areas where insurance is desired. 
They could provide for such reasonable structure as concrete founda- 
tions, heavy enough to be of some importance, with bolted down ties 
to the main structure of the building, which would eliminate a great 
amount of loss that occurs in a flood. 

On the California scene, I saw hundreds of houses that had lifted 
from their foundation by a few inches. Others had hardly floated 
off their foundations. This would have been avoided had the struc- 
tural work of the house been bolted to a firm foundation. 

The numerous small losses would make it very dubious for an 
insurance company to desire to engage in this type of insurance. A 
10 percent deductible policy, I — ve, could be written, quite ex- 
tensively, as the first $500 of a $5,000 police: y would be borne by the 
owner, and I believe that if this type of insurance were provided that 
the major loss in many areas could have been reasonably relieved. 

I believe that this committee, in order to develop a workable 
program, must call in underwriters and weigh all of the proposals 
submitted, and then with their underwiriting ability develop a plan 
which will at least take care of a major part of the losses that may 
oceur. 

I believe that the responsibility has to be taken back to the com- 
munity; that we cannot settle this program on the Federal level 
without some compliance and some work done on the local level. 
You cannot expect to insure houses that are built right down on the 
waterfront. I made two trips to California since this flood, and I 
have talked to members of the boards of supervisors, and every one of 
them are talking about strict building ordinances, proper drainage, 
and putting homes on land in order to avoid the normal floods that 
may occur. 

Of course, when you have abnormal situations, you are not going to 
be able to cope with that, and if some relief can be given in between 
the minor loss, that the owner can more likely sustain himself, and 
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the extreme loss that may be skimmed off by some Federal agency, or 
State or combination of agencies that are involved, vou can work out 
a program. 

It is a big job that vou have to undertake. It is something, how- 
ever, I feel is extremely necessary and will mean much to the economy 
of the country. | believe that if we have a law with restrictions vou 
will avoid a great percentage of the losses that are now occurring 
throughout the entire country. 

Mr. Cuarrman. How would you deal with conditions that prevail 
in the Ohio Vallev, where the old settlements are? The discoverers 
came down the rivers, and the early settlements and cities are along 
the river. They cannot relocate them. You couldn’t provide for 
any building program in that respect. Perhaps it is easier to go out 
in California where there are new cities. How would you approach 
that? 

Mr. Scupprr. Mr. Chairman, I have an identical situation in line 
with what vou are speaking about. The city of Marysville is in the 
district I formerly represented before reapportionment. It is about 
25 feet below the bed of the river today. It has been filling in for 
vears until the city is now in a pocket. The only way this can be 
managed is through well-reinforced and well-built levees, and then. 
of course, along with this goes the development of our flood conditions 
and our water resources up the river. 

We can skim off a lot of these floods with proper dams. In fact, in 
1950, I introduced a bill in Congress to build the Feather River Dam 
near Oroville. The Feather River was responsible for the damage 
that occurred in the Sacramento Valley. We had investigations made, 
but we could never get it authorized. I feel it is the last important 
flood threat in the Sacramento Valley of California. That is a project 
that should be built. There are many others. I have served on the 
Public Works Committee, and realized that we should do more to 
develop and improve internal conditions in our country, and it should 
be given major priority, because if we construct proper dams on ow 
rivers we can impound and have use of the water, and can prevent a 
large part of this shock that is now hitting our low lands off. 

The CHarrMan. The settlements that need it the most are small 
towns. They have to furnish the lands, the easements, and rights- 
of-way. Often they haven't the money to do it, and after it is sub- 
mitted to the Army engineers thev say it wouldn't be economic to 
build it 

1 know of many cases of that kind along the river. Thev will be 

thout protection. 

| just mention that, not to say anything that would lessen ou 
nterest in getting out an adequate bill. because | am very much 

rested in it, but there are so many problems that confront us that 
is difficult to solve them. 

Mr. Seupprr. You are entirely right. Mr. Chairman, vou have got 
a big problem. I think vou have got to explore some of the causes 


before vou can start to figure a rate to provide the insurance: 
Thank vou verv much, gentlemen. 
Mr. Muaara. Was Klamath a lumbering town essentially? 
Mr. Scupprr. Generally a sports town. It is on a verv fine fishit 
stream. 

















DISASTER INSURANCE 239 


Mr. McVey. I am interested very much in your testimony because 
you have had practical experience with insurance. I wondered if in 
your thinking on this subject you have arrived at any estimate in 
your own mind of what the insurance would cost covering these 
flooded areas, if we have 10 percent deductible? 

Mr. Scupper. I don’t think that any person can, off the cuff, give 
a figure that would be reasonable or anything that would be near 
reasonable. I do believe this, that if the owner assumes a part of 
the first loss, the nuisance loss, say up to $500, and then you have 
some agency skim off that occasional hazard that might happen once 
in 50 years, such as a Government agency to take the occasionally 
heavy loss in excess of a reasonable responsibility of the writing 
insurance carrier, I believe we can meet the problem. 

Mr. McVey. How wide coverage do you think we could get? 

Mr. Scupper. [ think vou could get a very good coverage because 
L believe the rate would be quite reasonable. I believe you would 
get a reasonable rate for a policy of that type, of course going back 
to the restrictions we should have proper construction, but if vou 
are going to have houses float off their foundation every time the 
water rises a foot above the foundation, you are going to have terrific 
losses. . 

If the States would go along with the Federal Government in 
helping to take some of the risk say, an equal part of the coverage, 
and provide proper building ordinances, and regulate subdivisions a 
little closer, we would have this problem licked in time, I believe. 

The CHatrmMan. Thank you very much, Mr. Scudder. Your 
statement will be considered when the committee goes into executive 
session to consider the bill. 

Mr. Clerk, call the next witness. 

The Crerk. The next witness, Mr. Chairman, is the Honorable 
Leroy Johnson, Member of Congress from the State of California. 


STATEMENT OF HON. LEROY JOHNSON, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Jounson. Mr. Chairman, it is about noontime, and I wonder 
f you are going to have more hearings, if I could come tomorrow? 
We are about ready to go over to the House for a session. I am 
supporting the Wolcott bill, and I wanted to comment on that. 
Would you permit me to come back tomorrow and have 5 minutes? 

The CHAIRMAN. Are we going to meet tomorrow? 

The Ciurk. Yes, sir. 

The CHarrmMan. I think we have a full schedule of witnesses 
tomorrow. 

The Crerk. That is right. We have 6 or 7 members scheduled for 
tomorrow, Mr. Chairman. 

The CuarrMan. Well, I don’t know that we can hear Mr. Johnson 
tomorrow. You can insert your statement. 

Mr. Jounson. I can make a short statement now, if you wish. 

The CHatrMANn. You can put your statement in and comment on 
it now. 

Mr. Jounson. As I say, I was impressed with the Wolcott bill, and 
I introduced a companion bill to it; although this matter is out of my 
field, because I don’t know very much about insurance. To me 
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Mr. Wolcott’s bill seems to be a sound proposal. We have had very 
disastrous floods in my area. We didn’t suffer any loss of life, but in 
the district that I have, flows the San Joaquin River, the major river 
that the melting snow drains from the southern Sierra Nevada 
Mountains. In the lower part of my home city of Stockton, Calif., 
many of the streets were flooded. It didn’t damage many houses, 
and as far as I know it didn’t damage any physical property except to 
run the water up on the lawns, and things like that. 

To the east of Stockton we have what is known as the diverting 
canal. It is supposed to take the water from one branch of the 
Calaveras River over to another branch, and that project goes way 
back to 1909 when Stockton had a very disastrous flood from that 
river. Everybody knows that private insurance companies cannot 
give insurance rates that an ordinary person could afford to pay, for 
the possible loss against flooding. The western part of Stockton is 
12 feet above sea level. We have a tremendous inland port in 
Stockton. We are right down at the end of the funnel, you might 
say, as the San Joaquin River flows into a large delta. 

I am interested in having levees strengthened so that we won’t 
have outbreaks like we had in 1952 and 1950 when they tore out 
railroad bridges, and it tore out a tremendous bridge on Highway 50, 
a cement bridge. They were that violent and destructive. 

Also we are anxious to protect several Federal installations. Sharps 
General Depot could be flooded. That is the biggest intransit depot 
in the entire West. We have a naval project along the San Joaquin 
River. <A big flood could possibly cause millions of dollars of damage. 
We had a little over a hundred thousand acres of land flooded east of 
the city of Stock up toward the foothills of the Sierras. I don’t know 
just how you could insure against that, but if the Government would 
enter the insurance field and offer to pay some of the loss caused by 
flooding people’s property, and take the insurance with private com- 
panies, I believe that would be practical way to handle the problem. 

As I say, everybody is groping to find some way to handle this, 
and thank the Lord our people, none of them, lost their life or were 
injured, but we did have great property damage. 

The chairman mentioned the Ohio River. The San Joaquin River 
is something like the Ohio River. It flows in a low area. It has low 
banks along its sides. It flows through soft soil It goes into a big 
delta where the soil is peat soil, which is very, very light, and a non- 
ferrous, type of soil. The flood problem in California has been going 
on to my personal knowledge for over 40 years, and they still haven’t 
conquered it. 

Now, if we could find some way for the United States Government 
to insure with private companies and pay the premium for the policies 
that insured against the damage by floods—pay for the insurance and 
have a certain amount of damage and percentage awarded to those 
that suffered by floods, and whose agricultural crops were destroyed 
and injured, that would be the kind of a bill that I would like to 
support. 

I know you have a difficult problem. It is complicated, but, 
frankly, I cannot see how we could enter into the matter of planning 
buildings and what kind of foundations they should have, and things 
like that. It seems to me that is completely without the scope of 
what this bill calls for. 











| 








DISASTER INSURANCE 241 


We have very rich crops, specialized crops, in my area. We probably 
have over a hundred different kinds of crops, including tree crops, 
like almonds, peaches, prunes, apricots, and so forth—every conceiv- 
able kind of fruit, except oranges and lemons, which we have farther 
south. We have row crops of all kinds that serve the San Francisco 
area with those kinds of things. Last year, in my district alone, we 
raised over 50 percent of the amount of tomatoes raised in the whole 
United States. We have 85,000 people that are interested in the 
canning business, workers and employers, and in-between people, and 
the floods do menace us. We have a number of rivers going from the 
Sierras down into the San Joaquin River which carries the water off 
into the San Francisco Bay, so I will have to just say that I would 
like to rely on the good judgment and the commonsense of the chair- 
man now, and of our previous chairman, and with the aid of the 
members you have here I think you can work out a bill that would 
alleviate to a certain extent the unforeseen flood damage that arises. 

Just one other point that I want to make is this: This year we had 
the most unprecedented type of flood that we have ever had. All of 
you know that up in the high Sierras they have tremendous snow 
packs. They are over a hundred feet deep. It is cold up there, and 
for 50 years they have been measuring these snow packs and the en- 
gineers of the State of California can now tell you within 2 percent of 
how many acre-feet of water are in those snow packs. I have never 
heard of it before, but in all the years that I have lived in Stockton, 
this was the only time in that history of pretty nearly 40 years when 
there was a warm spell up in the high Sierras. The snow pack feeds 
down into the lower areas in the latter part of July and August to irri- 
gate those fabulous crops, and this year the warm rain up there took 
down, and not only brought down the very heavy rains, but it took a 
great part of the snow pack that we want and need this summer to 
irrigate our crops. 

Now, you only have that once in a while, but I learned in a lawsuit, 
one time, that everything that has occurred in nature will reoccur 
again, but you cannot tell exactly when it will come. 

I studied the stream of one river over a span of over 50 years—about 
60 years—and I found that there were wet vears and dry years, and 
the reoccurrence would appear. Those things that happened would 
reappear again, but we had no way to identify exactly when that would 
happen. 

As I say, we had this unprecedented warm rain in the ligh Sierras 
where the snow packs are very, very deep and contain an awful lot 
of water, and how we can guard against that I wouldn’t presume to 
guess, even, but I do hope the committee can find some way so 
ranchers who have all their life’s investment in those ranches, who 
are hard working, intelligent men, many of them university gradu- 
ates of agricultural colleges, so if one of these disastrous floods occurs, 
and if another hundred thousand acres goes under water, endanger- 
ing the crops as it did this year, that the Government perhaps could 
find some insurance plan to take care of part of that loss. 

These are just random ideas of mine. As I say, I have great faith 
in the commonsense and the judgment and experience of the members 
of this committee. 

You have a great many experienced men on this committee that 
understand these problems, and whatever you do I am sure will meet 
with my approval. 
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The CHarrmMan. We are glad to have your views. I am sure they 
will be considered. 

Are there any questions? 

Mr. Jounson. Could I have permission to revise my remarks? 

The Cnarrman. You have permission to revise and extend your 
remarks. 

Mr. Jonnson. Thank you very much, Mr. Chairman. 

Mr. Wotcorr. We are very grateful for the contribution that you 
made, and also the conference you had with me. I wonder if perhaps 
vour suggestion couldn’t be developed into a Government insurance 
program which is contingent upon an integrated or coordinated pro- 
gram, having in mind flood control and building codes? 

Mr. Jonnson. Flood control and what? 

What was the second term, flood control and what else? 

Mr. Woucorr. That, of course, is on a State level. Do you know 
under the California constitution whether vou have home rule out 
there to the point where the cities or counties can develop building 
codes apart from the State and can the State itself develop these codes? 

Mr. Jonnson. We have county planning commissions that provide 
certain regulations with reference to the buildings and billboards, and 
other things, and we have a planning commission in Stockton. In fact, 
I wrote the legislation that created it some vears ago. We had one 
of the best planners in the United States, and our city plan is very 
excellent. It doesn’t contemplate the flood problem. It just con- 
templates setback lines and things like that. 

Mr. Wotcorr. That is primarily a Federal obligation? 

Mr. Jounson. We have a universal building code in California that 
our city follows. We have a great deal of local autonomy in California 
under the State constitution. 

Mr. Wotcort. So it is possible under California law to predicate 
its contribution, if it is found advisable to do so, upon an integrated 
program which contemplates Federal flood relief, which would prob- 
ably benefit you more than anything else, and if found advisable, 
State flood relief, and enactment of building codes to minimize losses. 
I know some of the subdivisions have legal authority to enact building 
codes. 

Mr. Jounson. Yes, they do, and they have enacted them. I want 
to point out one thing, sir: For instance, our country is growing very 
fast. When I came to Congress my city had a little over 40,000 
people. Now, it has 125,000 to 140,000 people, and north of town 
there is a beautiful area, beautiful houses, all built in accordance with 
necessary setback lines, and all that. There is a wild stream there 
called Bear Creek, and only occasionally that stream runs rampant. 
This year it happened. Itran rampant. It didn’t destroy any of the 
houses; they were too solid to be destroyed, but it took out all the 
landscaping, all the gardens, and lawns, and things like that. It tore 
some of the fences down. You have those kinds of damages that 
might occur. 

I don’t want to just raise problems that annoy us alone, but I just 
want to point out it is complicated to find a good way to protect the 
people against the ravages of floods, because there are so many 
different ways in which they can injure vou. 

Mr. Wotcort. I think you have been helpful in developing the 
problem for us, Mr. Johnson. 
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Mr. Jounson. I want to say this, also: I am heartily in favor, lik 
my predecessor that testified here, of the people at home recognizing 
their responsibility. They have the major responsibility to look after 
themselves in many things. 

Now, in floods that develop many, many miles away from ow 
cities, it is hard for them to do much about it, but there must be some 
local responsibility in the matter. Our local people have done muc! 
in this regard. 

Our city is so low in its elevation, and we get our domestic wate: 
from down in the earth 750 feet, that we are afraid that there may be 
an intrusion of salt water in that area. That is why we are anxious 
to avoid any floods if we can avoid them. 

It has just one bright spot: This 100,000 acres that was flooded, 
including the city of Stockton, has been trying to get the underground 
replenished, so they can get their domestic water, and they can get 
irrigation water out of there also. Some of that water, or a large part 
of it, is going to go down and replenish that underground water which 
we need badly. 

Mr. Mumma. May I have one second, Mr. Chairman. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Wouldn’t the FHA or VA solve all of this problem 
of proper bidding? To start with, FHA has to approve a master 
plan. That would account for the elevant and the location of the 
properties in general, and all those guaranteed under FHA or VA 
must be built according to their specifications. | think there is where 
80 percent of the fault can be corrected. 

Thank you, Mr. Chairman. 

Mr. Jonnson. That might be one way to do it. 

The CHAIRMAN. We are very glad to have your views. 

The committee will adjourn until 10 o’clock tomorrow morning. 

(Whereupon, at 12:05 p. m., the committee adjourned until Friday, 
February 3, 1956, at 10 a. m.) 











ata 








Te een 

































DISASTER INSURANCE 


FRIDAY, FEBRUARY 3, 1956 


Hovusre oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovse Orrice BuiLpina, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Chairman Spence, and Messrs. Brown, O’Hara, Betts, 
Nicholson, and Bass. 

The Cuatrman. Mr. Clerk, call the first witness. 

The Cierx. Mr. Chairman, the first witness is Hon. Albert W. 
Cretella, Member of Congress from the State of Connecticut. 

The CHarrMAN. We are glad to have your views, Mr. Cretella. 
We know of your deep interest in this matter because your people 
suffered very severely. 

You may proceed as you desire. 


STATEMENT OF HON. ALBERT W. CRETELLA, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CONNECTICUT 


Mr. Cretretta. Mr. Chairman and members of the committee, 
[ want to thank you for the opportunity of appearing before you 
here today on this very important legislation. 

I have a prepared statement here which I will read, and which J 
should like to have incorporated in the record. 

The CuHarrman. It will be incorporated in the record. 

Mr. Crere ia. During the past 5 years flood damage has amounted 
to an average $500 million per year. Last year we experienced a 
dramatic and terrifying climax to these forces of nature when Connec- 
ticut and the Northeast were severely crippled by floodwaters and the 
west coast suffered unbelievable loss of personal property. 

As has been brought out by a recent committee staff report, floods 
are a normal phenomenon of the forces of nature. Unfortunately, 
there is nothing we as humans can do to prevent them, as such. 
Rather, we have learned by the havoc and the destruction and the 
loss of lives caused by floods that these catastrophies can be greatly 
curtailed by a system of adequate storm warnings, not only for floods 
but hurricanes, tornadoes, air pollution, and the like. The United 
States Weather Bureau has done an admirable job in this connection 
with floods. At.an average cost of $900,000 per year it is estimated 
that a savings of $27 million a year has been brought about by ade- 
quate warnings so that whole towns and villages of people can be 
evacuated, property removed, and the necessary manpower and imple- 
ments of control can be efficiently put to work. 
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The Federal disaster relief law has become increasingly significant 
in recent years in providing the aid required by States stricken with 
natural calamities. Most States, such as Connecticut, have been able 
to abide by the requirements of the law and give assurances of their 
own State and local assistance, in order to receive aid from all agencies 
of the Government which the President may direct to participate. 
However, the Federal Civil Defense Administration, from which Fed- 
eral assistance emerges, is supposed to be supplementary to non- 
Government sources of funds and relief, and encourage State, local, 
and private programs to provide the necessary help. In this latter 
connection, organizations such as the American Red Cross have stood 
out in providing emergency and rehabilitation relief. The Red Cross 
alone has made commitments totaling over $11 million just for the 
August northeastern floods. Disaster relief work is also carried on 
by the Salvation Army, veterans’ organizations, religious groups, and 
private lenders. 

My State of Connecticut has given her fullest cooperation in this 
regard and has expended tremendous sums of money m the rehabil- 
itation of her stricken citizens and the replacement of homes and 
personal property. Private organizations in the State have come 
forth with their best efforts in contributing selflessly to the relief 
program. Help also came from out-of-State sources, including the 
country Spain, not to mention the generous voluntary contributions 
of thousands of people in the State who were unaffected by the storms. 

But State disaster relief is far from uniform. Some States are well 
equipped and have adequate facilities; others are confronted with all 
sorts of barriers which in many cases constitutionally prohibit the 
granting of any aid. There is always present the fact that a State, no 
matter how well equipped she is for a disaster program, is not able to 
bear the gigantic cost of rehabilitation in catastrophes of exceptional 
magnitude and strength such as we have recently experienced. 

A practical solution to the threats of recurring natural disaster very 
strongly points to a Federal disaster indemnity and reinsurance 
program. Surprisingly enough, measures of this nature did not 
appear to meet with very serious or keen-sighted consideration by the 
previous administration. Minute objections were raised to some 
meritorious bills by various agencies of the Government, proposals 
were bottled up in committees, and today we cast side glances at these 
terrifying disasters without Congress having had the opportunity to 
debate and vote on a practical disaster insurance program. 

It is my hope that this committee will give serious and studied 
consideration to the legislation it has before it providing some plan 
of Federal disaster insurance. One of the most outstanding argu- 
ments for Federal insurance other than its benefit to beneficiaries is 
the startling fact that it would save the Federal Government millions 
annually in tax loss. Taxpayers, for example, in 1952, deducted over 
$367 million from their individual returns as unreimbursed losses due 
to flood and other disasters. This is not to mention the corporate 
and excise tax loss and the loss of various taxes to stricken States. 
There are many more sound reasons for Congress to initiate a disaster 
insurance program such as it would save costs of excess superflood 
protection, the Government could easily meet the demands of catas- 
trophes and the Government will be able to do what private industry 
and private persons have heretofore been unable to do; that is, pro- 
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vide a workable indemnity program. Of course, the most beneficial 
result of an indemnity bill is the financial security which would accrue 
to the insured victims of disasters. These persons would at least 
have the freedom or the option to purchase insurance at a relatively 
nominal rate to help defray their now unsurmountable costs of 
rehabilitation and rebuilding. 

Last month I introduced a bill, H. R. 8248, to provide Federal 
indemnity for persons who have lost property by flood. It is similar 
to legislation submitted by Senator Bush of Connecticut in the Senate. 

I think it is ‘stmilar to the bill of Senator Watkins. 

I think this bill would carry out President Eisenhower’s request in 
his state of the Union message that a feasible program be enacted to 
protect victims of floods from financial ruin. This bill proposes a 
5-year experimental program giving the Federal Government authority 
to write indemnity contracts with premiums set at a reasonable cost 
for people wishing to purchase such insurance. Contracts would be 
issued and serviced through private insurance companies under agree- 
ments made with the Government. A sum of $100 million is provided 
for private insurers so they can offer flood insurance otherwise un- 
available. The Government would pay claims up to $1,900 million 
for flood loss and tidal water damage with Presidential authority to 
increase the amount by an additional billion dollars. This would be 
2 program conducted entirely by the Government in cooperation 
with the States and private insurers. Beneficiaries would pay at 
least 60 percent of the premium rate as set by the Housing and Home 
Finance Administrator; the Federal and State Governments would 
contribute not more than 20 percent each of the premium cost. Each 
policy would have a $300 deductible clause and the maximum indem- 
nity for any one person could not exceed $250,000. Under this plan 
contracts could be:purchased by private citizens and State and local 
governments which accept their share of responsibility under the 
program. It would cover loss of real property, business inventory, 
stored agricultural commodities, household effects, and other personal 
property. 

This is a sound proposal to lessen the great cost to people whose 
property has been destroyed by floods. Incentive and assistance will 
be given to private insurance companies which are now financially 
unable to bear the tremendous burden of insuring against such 
natural disasters. Therefore, while providing the increasingly 
urgent assistance to people constantly plagued by floods, the Govern- 
ment, through this program, can emerge with a solution which exer- 
cises a minimum of control and does not encroach upon our principles 
of free enterprise. 

I am confident the committee will give their earnest consideration 
to this bill, and any others before them which will provide measures 
of relief to the thousands of persons all throughout our country who 
are rendered defenseless by these natural calamities. 

Thank you. 

That, Mr. Chairman, concludes my prepared statement. 

The CuarrmMan. Mr. Cretella, you have come from a section of the 
country that is the center of the insurance business. 

Mr. Crerextia. That is correct. 

The Cuarrman. Do you know of any insurance companies who 
would participate in the program? 
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Mr. Crerecya. | think insurance companies will participate in the 
program. I have had occasion to speak to many insurance executives 
who | think will undertake some kind of entry into this program, and 
haven’t been able to get anything before because of the prohibitive 
costs. I appeared before the Lehman subcommittee which held 
hearings in Hartford, and at that time the claim was made by the 
governor that insurance companies were willing to participate—none 
of them testified there in Hartford, either—but they have indicated 
at least an interest in the thing. I believe we have got to do some- 
thing about this thing. I saw the devastation—all the pictures you 
may have seen, and all the television pictures that you may have seen. 
They do not quite adequately describe the havoc, damage, destruction. 
You don’t see the filth. You don’t smell it. You have got to see it 
to really know what the damage is. 

The CuarrMan. You say that vou hope that we can get the insur- 
ance at a reasonable cost? 

Mr. Crerevia. That is correct. 

The CuarrMan. | think the people will want to know before they 
subscribe just what the cost will be in dollars and cents. Have you 
any idea? 

Mr. Crerevia. No, sir. I had occasion yesterday to read the 
transcript of the testimony given to this committee by my colleague 
from Connecticut, Mr. Dodd, and while he has got an ambitious 
program there I don’t see how it can possibly work. The figures that 
I think were quoted there were somewhat in the neighborhood of 
one-hundred-and-twelve-to-six-hundred-and-seventy-some-odd dollars 
per $10,000 worth of insurance. You are going to have mighty few 
subscribers to that type of insurance. All that bill proposes to do is 
to put the Government into another lending agency. I could hardly 
subscribe to his ambitions at all. 

The CHarrMaAN. That is the roadblock we have discovered here. 
We all want to do something for these people who have been sorely 
afflicted, but when you come right down to the point where you must 
decide on something that will do it we haven't, I don’t think yet, 
discovered the real answer to the trouble. I am deeply interested, 
for those who might be afflicted with floods over the years. You 
have had 1 or 2. We have had 50 or 60, and they come recurrently. 

Mr. Creretia. We have had more than 1 or 2, Mr. Chairman, 
in the State of Connecticut. 

The CHarrMan. You don’t have the disastrous floods year after 
vear that we have in the Ohio Valley. You have had a bad experience 
lately, but through the vears your record is not as bad as ours. 

Mr. Creretta. No. Thank God we don't. I will keep my fingers 
crossed, but I have seen the Connecticut River when it was 16 feet 
over high tide. 

The CHarrMaN. It is the same problem for all of us. We would 
like to get a universal insurance program that would meet the needs 
of all the people. It is very hard to do from a practical standpoint. 

Mr. Crerevia. I know it is. It is an extremely large order, and 
I know that we are going to have opposition or reluctance on the part 
of people in unaffected areas to participate in such program. It is 
going to have to be localized. It is going to affect the Mississippi 
River people, it is going to affect vour State, it is going to affect the 
east coast and the west coast. 
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The Cuairman. The man that builds his house in the valley is not 
like the foolish man who builds his house on the sand. He built it 
in the valley because it is rich country, the cities are along the valley. 
It is a big problem to take care of it. We cannot remove them. We 
have got to insure them where they are if we give them insurance. 
Most of the cities along the valleys have flood protection works, but 
it is the little town outside of those works that cannot afford it. They 
cannot afford the rights-of-way and easements for protection. Those 
people are not able to pay any high premiums. 

Mr. Crereuia. No, sir. I know that. As a matter of fact, in the 
Naugatuck Valley that was disastrously affected by the two floods, 
most of these homes were along the river bed. Factories were along 
the river bed because they had been put there years ago. That was 
their quickest means of transportation along the river. They have 
stayed there. I had a rather unique comment from one of my con- 
stitutents who said that he favored some sort of a disaster insurance, 
but that no insurance or no indemnity should be given to any person 
who built on a level of less than high-water mark. That was a 
rather unique expression, but that is his comment to it. 

The CHarrMan. The fellows that need it most wouldn’t get it. 

I don’t think that would be a very happy solution. 

Mr. Creretua. I don’t think so, either. 

The CHarrMANn. Are there any further questions? 

Mr. Berts. Just one, Mr. Chairman. 

This whole program is experimental, isn’t it? 

Mr. Crerrea. Yes, it is. 

Mr. Bertrs. Any determination of premium rates would have to 
sort of progress with the experiment. At first it might not be right. 

Mr. Cretevua. I know that is to be so. 

Mr. Berrts. It is almost impossible to say now exactly what the 
premium rate would be? 

Mr. Crereiza. It would appear that way, and whatever experi- 
mental charge they made to it or price they attached to it, I suppose 
would be variable with circumstances, acquisition of funds from the 
nonpayment of any claims that may arise. I suppose the fund could 
then be built up because of that. We had the same experience with 
war-damage insurance. It was perhaps a little bit different than 
this, but because of the fact we had none there was some change in 
the rates from year to year. 

The CHarrMan. Are there any further questions? 

If not, you may stand aside. We are glad to have your views. | 
am sure they will be considered. 

Mr. Crerecia. Thank you, Mr. Chairman. 

The CuarrMan. Call the next witness, Mr. Clerk. 

The Cierk. The next witness, Mr. Chairman, is the Honorable 
Augustine B. Kelley, of Pennsylvania. 

The CHarrMan. Please be seated, Mr. Kelley. 


STATEMENT OF HON. AUGUSTINE B. KELLEY, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF PENNSYLVANIA 


A REALISTIC, PRACTICAL FLOOD INSURANCE PLAN 


Mr. Keuiey. I want to congratulate the House Committee on 
Banking and Currency for the speed with which it scheduled hearings 
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this year on the problem of flood insurance and disaster insurance 
generally. The devastation which resulted last summer and fall from 
the hurricanes and floods along the eastern seaboard, and the terrible 
floods in California and elsewhere since then, have once again pointed 
up the need for action by the Federal Government to help the individ- 
ual householder or small-business man buy some sort of insurance 
protection against these tremendous losses. 

Last September, in the regular weekly newsletter which I send to 
some of the newspapers in my district in Westmoreland County, 
it struck me that while the cleanup job after the eastern floods was 
going to be a terrific task, with need for a great deal of immediate 
relief help, the longer range need was for some sort of reasonably 
priced flood insurance protection which up to now has been impossible 
for the average individual or small-business man to obtain. 


WESTERN PENNSYLVANIANS HAVE EXPERIENCED HEAVY FLOOD LOSSES 


I stated at that time: 


As industries survey the terrible damage to their plants, and homeowners in 
Stroudsburg and elsewhere examine piles of rubble on which they owe big mortgage 
debts, they all find that their insurance does not cover flood damage. Western 
Pennsylvanians have experienced the same shattering discovery after a flood. 
The reason flood damage is not covered, according to the insurance companies, 
is that “the peril of flood presents peculiar problems with which the business of 
insurance has to date found no way to cope.” 

A statement by the National Board of Fire Underwriters said this: ‘‘Because of 
the virtual certainty of the loss, its catastrophic nature and the impossibility of 
making this line of insurance self-supporting * * * companies could not prudently 
engage in this field of underwriting.” 

The same sort of thing used to be said by the private insurance companies 
about crop insurance for farmers. And they were probably quite right. 

Here, then, it seems to me, is a proper area for the Federal Government to step 
in, just as it did for crop insurance, and write a flood insurance policy which could 
so spread the cost of insurance against these period disasters that the average 
homeowner and the average businessman could afford protection against financial 
ruin resulting from floods. 

I think that is a much better long-range approach than just giving some crumbs 
of relief to the victims. Then each time the Government spends money for 
flood control, it would be protecting its own insurance reserves, so to speak. 

The idea, I think, makes real sense. In addition to trying to end the periodic 
scourge of floods with more adequate flood control, let’s also provide a reasonable 
method by which our peolple can buy insurance protection against having every- 
thing they own destroyed in one of these rampages of nature. 


PRESIDENT TRUMAN HAD LEGISLATION PREPARED IN DRAFT FORM 


It was as a follow-up to that newsletter report of mine back in 
September, Mr. Chairman, that I subsequently turned to the problem 
of finding a suitable bill to introduce, leading to this measure of mine 
which is now before you, H. R. 8142, which I introduced on January 5, 
1956. 

In searching for a suitable and practical approach to the problem 
of flood insurance, I found that a bill embodying my views had already 
been prepared some years before by the Reconstruction Finance Cor- 
poration at the direction of President Harry S. Truman, and was 
described in a message which President Truman sent to the Congress 
in 1952, but apparently too late to be acted on in the 82d Congress, 
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which was the last one under his administration. Apparently, too, 
the Eisenhower administration did not see fit to renew the proposal 
upon taking office, and, in fact, proceeded to liquidate the RFC which 
was the agency to which President Truman had assigned primary 
responsibility for developing and pushing this kind of program. 

My bill, H. R. 8142, is essentially the same as the Truman flood 
insurance proposal of 1952, with the main change being that I have 
assigned to the Small Business Administration the functions the 
original bill assigned to the Reconstruction Finance Corporation. 

The bill has as its purpose: 

* * * to promote the national welfare by alleviating the widespread economic 
distress suffered from time to time within the United States, its Territories and 
possessions, as a result of floods, and the attendant impairment of the free flow 
of interstate and foreign trade and commerce, by providing direct governmental 
insurance of certain flood risks or by making insurance of such risks available 
through private insurance companies by means of governmental reinsurance, 

It will be seen that the function of this bill has now been substan- 
tially agreed to by the Eisenhower administration, but a study of my 
bill and the proposals of President Eisenhower’s people on this will 
show some wide variance, I believe, in the degree of protection and 
in the philosophy of protection. 


MUST HAVE STANDBY AUTHORITY FOR DIRECT FEDERAL INSURANCE 


The administration takes the position, as I understand it, that we 
should have an extremely modest test program in which the private 
insurance companies would write the policies and the Federal Govern- 
ment would make sure they didn’t lose any money—but also would 
make sure that not enough insurance was written to take a chance 
on costing the Government any money either. 

As President Truman once reported to Congress 

At present, insurance against flood damage is virtually unobtainable from 
private insurance companies, nor does it seem likely that the private companies, 
by themselves, will find it possible to write flood insurance at reasonable rates. 
The need for such insurance, however, is urgent. Home owners, farmers, and 
businessmen may have their assets and their savings of vears wiped out in a few 
hours if a disastrous flood strikes their property. We have seen it happen year 
after year. 

I feel we need a program under which the private insurance com- 
panies would be encouraged to write the protection, with adequate 
Government guaranties, but I also think it should be a good-sized 
program, and one which provided standby authority for direct gov- 
ernmental insurance—issuing the policies directly if the private firms 
for some reason did not or could not participate. This would not be 
intended as competition for private enterprise—the whole problem 
here is that private enterprise at present cannot possibly sell this 
kind of insurance at a profit. Hence, if the private companies want 
to participate with the Government—that is, issue the policies and 
then reinsure themselves against loss by paying appropriate premiums 
to the Small Business Administration—then the program would 
operate entirely through private firms. But the Government, as I 
said, would be able to issue policies directly if that is the only way 
we can get the policies out to the public. 
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PROVISIONS AND LIMITATIONS OF KELLEY BILL 


The bill, in fact, prohibits the Government from issuing any policies 
where such insurance is available through private firms at reasonable 
prices. 

As for some of its other provisions: 

The Kelley bill on flood insurance provides that insurance would 
be made available for homes, business and farm properties, and for 
agricultural commodities, with a maximum of insurance for any one 
person or business of $250,000. This would not, of course, cover the 
losses of a really big corporation in a flood zone. But it would cer- 
tainly cover those who most need this protection— homeowners pay- 
ing off a mortgage, small businesses which do not have vast assets. 
Once the program is operating, it might very well be possible to 
increase the maximum protection. 

As a further provision, the Kelley bill limits insurance payments to 
90 percent of any specific loss sustained. This was put into the bill in 
order to give the property owner an incentive to take whatever steps 
he can to protect his own property. In other words, there would be 
no windfall in it—no reason for anyone to buy up property in a flood 
zone to hope to cash in on Government insurance, and so on. 

President Truman suggested in bis draft of a proposal for flood in- 
surance that it be set up in such a way that the Government would 
break even on the cost. That would require realistic rates actually 
covering expenses, and also it would mean building up a set of ex- 
perience tables to show what those expenses could be gaged at. 
Hence, and in conformance with that suggestion, my bill provides 
for an initial maximum of $500 million in insurance and reinsurance 
in force at any one time in the first vear, with additional $500 or gets 
amounts authorized to be outstanding at the end of the second 
third years, or a maximum after 3 vears of $1,500 million. 

Furthermore, private insurance facilities would have to be used to 
the fullest extent possible, consistent with minimum cost of providing 
insurance protection; the Small Business Administrator, in super- 
vising activities under the Flood Insurance Act, is required to appoint 
an advisory committee of not less than six individuals experienced 
in the writing of insurance against property loss, to advise lim with 
respect to the execution of his functions pursuant to the program for 
flood insurance; and otherwise, under my bill, this would have to be 
a sound, practical, efficient operation—not any kind of governmental 
handout. It is set up as a governmental project, as I have said over 
and over again, only because it is a field which private enterprise 
cannot profitably enter and which private enterprise, therefore, will 
not enter unless there is this kind of governmental guaranty against 
loss. 


and 


FHA AND VA MORTGAGES WOULD CARRY FLOOD INSURANCE 


Another important provision of my bill is that any department or 
agency of the Federal Government engaged in making direct loans or 
advances, or in participating in, insuring or guaranteeing loans made 
by private lending institutions, for the construction, modernization, 
repair, or purchase of property eligible for insurance under this bill 
may require, as a condition for such assistance, that the property be 


insured against flood damage to the extent such insurance is available 
at reasonable cost. 
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in other words, this would cover FHA and GI home loans, small- 
business loans, and similar ones so that the borrower can get protection 
against floods at reasonable cost, and so the Government, too, is 
protected. We all know the tragedy of these floods in wiping out 
a property on which someone owes a lot of money. He has to pay 
off the debt, even though he has nothing to show for the property he 
was buying except a piece of vacant ground or a pile of rubble. So 
this would insure that the home buyer, buying on FHA or VA loan 
cuaranties, had that added protection. 

Finally, my bill provides for close working cooperation between the 
administrator of the flood-insurance program, and the Army engineers, 
State agencies and others dealing with flood control and related 
matters, so that there is coordination of their efforts. 

1 hope, then, that 1 have given vou a full report of the reasoning 
behind my bill and the reasons for its suggested adoption. I hope 
you will see fit to recommend either H. R. 8142 or a bill of your own 
having most if not all of the features of my bill. 

As President Truman so well stated in discussing this very problem: 

A Federal system of flood insurance is the logical answer. It would enable 
individual property owners to pool their risks and to meet a large part of their 
losses out of their common funds rather than forcing them to rely upon emergenev 
relief, as is too often the case now. It would provide funds needed to restore 
property damaged in floods, without requiring people to borrow heavily against 
their future incomes. Insurance is especially important under present 
cumstances when our system of protection against floods is so incomplete. 

The CHarrmMan. Call the next witness, Mr. Clerk. 

The CLterk. The next witness, Mr. Chairman, is the Honorable 
Frank Thompson, Jr., of New Jersey. 

The CHarrMaNn. Please be seated, Mr. Thompson. Your views 
will be appreciated. 

Mr. Toompson. Thank you, Mr. Chairman. 


cir- 


STATEMENT OF HON. FRANK THOMPSON, JR., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW JERSEY 


Mr. THompson. Mr. Chairman, I greatly appreciate the appertients 
of appearing before the members of this committee to testify on behalf 
of a compre ehensive program of disaster insuranc e. 

[t was my privilege to introduce a bill, H. R. 7979, on this subject 
which was referred to this committee on the oponiiig day of this 
session of Congress. The stimulus for this legislative proposal came 
not only from the calamitous experience suffered by my district and 
the State of New Jersey, as well as their neighbors in Pennsylvania, 
New York, Connecticut, Rhode Island and Massachusetts during 
the floods of last August, but also from the testimony, which your 
friends of the Senate Banking and Currency Committee were able 
to gather in hearings held in the disaster area during November 1955. 

Prior to my testimony before that committee in New York City, 
| received manv letters urging me to do whatever possible to interest 
the Congress in providing better protection for our citizens against 
the capricious impact of natural disasters. Newspaper comment in 
my district was overwhelmingly favorable to the prospect of congres- 
sional action to establish sound insurance, at reasonable rates, against 
the unpredictable ravages of nature. The bill which I introduced in 


January was designed primarily to provide a broad basis of discussion 
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of this general problem. On February 6, 1956, I introduced H. R. 
9074 which restricts itself to the specific question of flood insurance. 
in my opinion, al! the types of major calamity against which H. R. 
7979 attempts to provide indemnity should be investigated with a 
view to legislation. But the most pressing need for legislation at this 
time is in the matter of property damage resulting from floods. 

Certainly nothing that has happened since the harrowing experience 
of our northeastern neighbors in contending with that inappropriately 
named visitor, Hurricane Diane, has given cause for even the normal 
receding of alarm which generally ensues when disasters sink into 
history. Our usual sense of well-being during the Christmas season 
was disturbed this year by the news of the devastating floods in Cali- 
fornia, Oregon, and Nevada. From all over the country a feeling of 
great sympathy went out to these new flood victims, not only because 
of the cruel timing of the disaster, but also because millions of Ameri- 
eans have experienced for themselves the heartbreak and financial 
ruin which attend these unpredictable catastrophes. 

Surely there can be no doubt that floods—whether attendant upon 
hurricanes and other storms, or upon the annual changing of the 
seasons—constitute a problem of national proportions. Our ever 
energetic Corps of Engineers and the Bureau of Reclamation inave 
devoted scores of years to providing better control of our waterways 
to prevent floods. The United States Weather Bureau does what it 
can to warn us of impending natural disasters. Many Federal agen- 
cies and bureaus have been delegated under Public Law 875 to help 
alleviate the suffering in disasters by providing equipment, housing, 
loans, unemployment benefits, tax assistance, and money grants to 
State and local governments. There is no question that the United 
States Government has played an important role in both the preven- 
tion of an recovery from the catastrophic blows of nature. The 
tragedy is that even the tremendous scientific and financial resources 
available to our Government cannot in any way guarantee protection 
of our citizens against the staggering loss of lives and possessions which 
accompany major storms or other natural disasters. This problem 
is one in which the classic requirements for governmental activity 
under our democratic system can be met—that is to say, the Govern- 
ment can do for the citizens what they could not otherwise do as well 
for themselves. Americans are not able to do at all for themselves 
in contending with the ravages of nature, not only insofar as preven- 
tion is concerned, but, just as importantly, in the matter of indemnity 
from the losses which they are constrained to suffer. With regard to 
floods, the private insurance companies of America are unable to 
write insurance against fixed property damage, because, in the areas 
where such policies might be purchased, the virtual certainty of loss, 
and its tremendous nature, would make the premium rates of any 
self-sustaining program far higher than property owners could pay. 
This is the considered opinion of the American Insurance Association, 
which reiterated on January 10, 1956, its stand, following a study of 
the flood damage occuring last year in the Northeastern States. 
Private insurance coverage for many types of natural catastrophes is 
obtainable at least for fixed location properties, because the incidence 
of the disaster is less certain than in the case of floods. But where an 
abnormal flow of water is possible (even though the inhabitants of the 
area themselves do not always realize it in advance), property insur- 
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ance companies cannot venture without either pricing themselves out 
of the market or risking a financial disaster hard on the heels of a 
natural one. The same situation applies when we consider the pos- 
sibilitv of damage from radioactivity, or the unthinkable devastation 
of a future war. 

During the 82d and 83d Congresses sound legislative proposals 
on the subject of flood insurance were introduced with the strong 
backing of President Truman. However, even though the Members of 
Congress from the areas most recently affected by floods were anxious 
to act upon them, the dead hand of inertia and fear of new under- 
takings by our Federal Government prevented the kind of insurance 
program which would be so salutary today in the areas of the latest 
disasters. The most up-to-date estimates of damage caused by the 
December floods in California, Oregon, and Nevada are set by the 
Corps of Engineers at $107.3 million. Yet even this staggering loss 
is only 23 percent of the loss sustained by the Northeastern States 
last August, as estimated by the Federal Civil Defense Adminis- 
trator. The past year has been the most expensive on record in the 
matter of flood damage, but it must not go down in history like the 
previous most expensive year, 1951. That was a year which prompted 
Congress to stir a bit under the consciousness of a national problem, 
but it failed to take effective action. The American Insurance As- 
sociation report of December 1955 warns us that the Northeastern 
States have nor yet experienced the greatest possible floods due to 
rainfall, nor the greatest storm tides. I see no reason to presume that 
otber regions can safely assume that the worst lies behind them. 
Even if the scope of these disasters should steadily diminish, the 
insistent need for a Federal program to provide insurance would 
remain. 

In view of the reluctance of our private insurance companies to 
enter the field of flood insurance, and in the face of the constantly 
repeated demonstrations of the need to protect our people and our 
economy from flood losses, the problem narrows down in my mind to 
one of method and the amount of necessary governmental action. 
The new bill which I have introduced presents a workable program 
for achieving the most pressing objective in disaster protection, 
while providing for a continuing study of the feasibility of extending 
the coverage to other forms of catastrophe included in my original 
proposal. 

Under my revised bill, a Commissioner of the Federal Flood Insur- 
ance Administration, which is to be a constituent unit of the Housing 
and Home Finance Agency, would be appointed by the President 
subject to Senate confirmation. Authority to make policy decisions 
regarding Federal flood insurance and reinsurance would be vested in 
the Commissioner, and his Administration would be subject to the 
Government Corporation Control Act. The Commissioner is directed 
to provide insurance against flood loss to real and personal property 
owned privately or by State and local governments in the United 
States, its Territories and possessions and Puerto Rico. The bill sets 
a policy limit of $10,000 on 1- to 4-family residences, including con- 
tents, and $100,000 on any other single piece of real or personal prop- 
erty in a single location. Private insurance companies can then b« 
encouraged to issue policies covering risks above these limits and 
Federal reinsurance will be made available to them. No Federal 
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insurance or reinsurance policies are to be issued if coverage is avail- 
able at reasonable rates from other public or private sources, nor will 
it be issued on property violating flood-zoning laws. The Commis- 
sioner will establish premium rates based on a consideration of risks, 
as well as administrative expenses and the need for reserves, but the 
rates must be set at levels which the average property owner can 
afford to pay. 

The financing of this program will be through premiums, salvage 
proceeds and borrowing from the United States Treasury not to exceed 
$1.5 billion unless approved by the President. The total liability of 
the Commissioner under insurance and reinsurance is not to exceed 
$1 billion in the first vear nor $3 billion after July 1, 1958. The 
Commissioner will make an annual report and, in the year 1961, he is 
to specifically consider whether the Federal insurance program could 
be partially or totally turned over to private companies. If the 
Federal program continues after that vear, a redetermination will be 
made regarding its continuance every 5 vears. 

The program set forth in H. R. 9074 is not nearly as extensive as 
the bill I originally proposed, but it makes what I consider a highly 
necessary and sound approach to the most pressing problem— pro- 
viding against disastrous economic loss from floods. Other types of 
disaster insurance should be considered in separate legislation without 
undue delay. In the absence of any private agencies for helping the 
people who face the danger of flood losses, and considering the geo- 
graphic and financial scope of the problem, I see no alternative to 
action by the Federal Government. The plan embodied in this bill 
is both financially feasible and also respectful of the need for solving 
our problems through private efforts whenever such efforts can achieve 
our purposes as well as the Government can. I therefore urge this 
program most urgently upon your committee. 

The Cuarrman. Thank you for your views, Mr. Thompson. You 
may be assured that your bill will be given every consideration in the 
executive sessions of the committee. You may call the next witness, 
Mr. Clerk. 

The Cierk. The next witness is the Honorable John F. Shelley, of 
California. 

The Cuarrman. Mr. Shelley, we are glad to have you. Please be 
seated. 


STATEMENT OF HON. JOHN F. SHELLEY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. SaHevtey. Mr. Chairman and members of the committee, | 
want you to know that I appreciate very much this opportunity to 
state my very positive views on the immediate need for legislation 
which will provide our citizens with protection of national earthquake 
and flood disaster insurance. Both recent and past events in my 
State of California, as well as in other parts of the country, have 
demonstrated the very real need of insurance protection of this kind 
which unfortunately, but perhaps understandably, has not been pro- 
vided at reasonable rates by private insurance companies. 

As you are undoubtedly aware, gentlemen, northern California has 
been very hard hit in recent months by a series of very widespread, 
disastrous and tragic floods. While the district which I represent in 
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San Francisco was not directly affected by these floods which occurred 
largely in neighboring communities, the citizens of San Francisco are 
not unaccustomed to disasters of a similar nature. San Francisco, 
since its founding, has lived under a nightmare of the peril of earth- 
quakes, and remains constantly fearful of a repetition of the catas- 
trophe which we suffered in 1906—-the consequences of which I am 
certain you are all familiar with. 

Mr. Chairman, the people of my native State as well as the citizens 
of many other parts of the Nation are in very great need of the very 
sort of insurance protection embodied in H. R. 8495, which I intro- 
duced in Congress. H. R. 8495 specifically provides for national 
earthquake and flood disaster insurance—insurance which is not and 
cannot be provided profitably on a national scale by private insur- 
ance companies—thereby leaving the American people unprotected 
against calamities of enormous magnitude. National disaster insur- 
ance, which is similar to war risk insurance, will protect millions of 
people in the United States who live in areas which are afflicted by 
floods or within the very definite limits of the world’s great belt of 
frequent violent earthquakes. The entire Pacific Ocean coastal region 
of the United States, as we all know, is one which is most suse eptible 
to earthquakes. This earthquake zone extends from San Diego in 
the south to the Columbia River Basin in the north. The probability 
of earthquakes is centered—so far as the United States is concerned— 
in a belt 50 to 60 miles wide following the California coastline and 
extending easterly to include the Imperial and Owens Valleys. 

Mr. Chairman, to illustrate the need for national disaster in- 
surance, I would like to point out that the country has suffered in 
its history four major quakes—the Madrid quake of 1811, the great 
Owens Valley quake of 1872, the Charleston, S. C., quake of 1886 
and the San Francisco earthquake of 1906. Three of these tremors 
cost the country dearly in terms of property damage and lives lost. 

Mr. Chairman, my native San Francisco, the district which | 
represent in Congress, holds the dubious honor of having suffered the 
most severe quake in the history of the United States—known to all 
as the San Francisco earthquake and fire of April 18, 1906. This 
catastrophe affected an area 300 miles long and 50 miles wide and 
included the cities of San Francisco, Santa Cruz, San Jose, Alameda, 
Oakland, Berkeley, Palo Alto, Richmond, and Santa Rosa, as well 
as many other smaller cities. In San Francisco, as a result of the 
earthquake, fire added to the enormity of the disaster, the fire re- 
sulting from bursting water conduits and the main water supply line 
being ‘broken. Lack of water to fight the fire resulted in one of the 
most disastrous conflagrations in the history of man. While precise 
figures are not available as to the loss of life it has been estimated 
as many as 1,300 people lost their lives in this calamity. Property 
damage was very extensive, particularly in San Francisco itself, where 
the fire was a heavy contributing factor. Estimates of total damage 
in the State of California have ranged as high as $1 billion—the 
most commonly quoted figures of extent of damage caused by the 1906 
quake: In San Francisco (quake), $20 million; outside San Francisco 
(quake), $5 million; total earthquake and fire in San Francisco, 
$350 million to $400 million. 

Unfortunately earthquakes are not uncommon in California. Since 
1906 California has suffered many hundreds of earth tremors measur- 
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able by a seismograph—some damaging, others not. On April 21, 
1918, for example, a most severe earthquake shook an area of 150,000 
square miles in California—the damage and effect of which were quite 
extensive. 

Additional damaging quakes took place almost annually in the 
years which followed. On March 10, 1933, for example, a tremor 
which centered in Long Beach killed 120 people, injured hundreds of 
others and caused $41 million worth of damage. The 1920 earth- 
quake previously caused $6 million in damages and affected an area 
of 60,000 square miles. Other quakes—many of which were extremely 
disastrous have taken place since then—all of them also very destruc- 
tive of life and property. The worst quake in the United States since 
1906 occurred on July 21, 1952, and covered an area of 160,000 square 
miles, including most of California, southern and western Nevada and 
western Arizona. ‘Twelve persons were killed in this catastrophe and 
damage was estimated at $50 million. 

I hope, Mr. Chairman, from this brief outline describing only a 
portion of earthquake damage in the United States to have demon- 
strated to you and the other members of the committee the frequency 
with which these tremors take place—and, the colossal extent of the 
damage in terms of life and property which they inflict on our citizens. 
I feel certain that even this fragmentary description of the extent of 
earthquake damage and the frequency with which they occur should 
be convincing evidence of the need for national disaster insurance 
which in addition to protection against the ravages of floods includes 
protection against earthquakes. 

The CuarrmMan. Thank you, Mr. Shelley; we appreciate your views. 

The CLerK. The next witness, Mr. Chairman, is the Honorable 
John E. Fogarty of Rhode Island. 

The CuarrMan. Mr. Fogarty, we are glad to have you. 

Mr. Focarty. Thank you, Mr. Chairman. 


STATEMENT OF HON. JOHN E. FOGARTY, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF RHODE ISLAND 


Mr. Fogarty. Mr. Chairman, at the outset I wish seriously to com- 
mend you and the members of your committee for your interest in and 
consideration of this grave problem of providing, if at all possible, 
some measure of security from the ravages of repeated hurricanes and 
floods. Hundreds of thousands of people will be grateful for your 
efforts. 

I have to admit that my primary concern is with hurricanes and 
floods. This because of the intimate knowledge I have of the effects 
of these natural disasters. However, my familiarity with the suffer- 
ing and damage caused by these disasters prompts me to appeal to you 
gentlemen to make any program you will sponsor before this Congress 
one which will be all encompassing—so that all Americans, private- 
homeowners, small-business men, industrialists, and those charged 
with the administration of public affairs—can feel released in one area 
from that feeling of fear and worry which substantially hampers all 
forms of economic and social progress. 

My first look at the devastation—and the resulting feeling of numb- 
ness—which is caused by one of these savage lashings by the forces of 
nature came with the hurricane of September 1938, which battered my 
State of Rhode Island. 
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Large, substantially built homes were reduced to kindling; factories 
and shops were smashed or inundated; hundreds of thousands of dollars 
worth of machinery and equipment was rendered valueless. And I 
can recall an often repeated expression, “They'll never come back.” 
When this statement was made observers firmly believed the owners 
of property would never rebuild; the owners of shops would never 
attempt to reestablish wrecked businesses; the economic shambles of 
whole communities would discourage any effort to get the area back 
on its feet. 

We are all proud that these expressions of despair have not been 
supported by the facts. After 1938 there was a period of discourage- 
ment, to be sure, but men and women did pitch in and the folks did 
come back. Homes were rebuilt and businesses reestablished. After 
many discouraging months the evidence of the hurricane damage 
was for the most part eradicated. It must be remembered that this 
rebuilding was at a tremendous financial cost because of the lack 
of adequate insurance. 

Since 1938 there have been more hurricanes. What was in 1938 
a howling hurricane wind pushing a tidal wave before it has been 
superseded by a combination of the forces of nature suddenly turned 
wild and include the winds and the waves and torrential downpours 
which produce upland floods which wipe out complete communities 
in the heart of the industrial area of my State. 

These devastations appear to be recurring with astounding frequency 
and unless something is done—to accomplish two purposes: (1) help 
to minimize the factors which permit the floods and (2) help to 
provide the wherewithal to enable a comeback, I fear seriously that 
some of these communities just won’t be able to come back. 

The man who owns his own home, whether it be near the shore or 
in communities along the rivers which flow through the State, is a 
substantial member of his community. His roots are established in 
that community. The taxes he pays to the community, the money 
he spends on family needs and utilities, go to the maintenance of that 
community. If through despair of ever being able to feel safe and 
secure from these damaging forces he pulls up stakes and goes elsewhere 
the community, and each of its members, suffers to some extent. 

Industry, whetber it is of the small shop kind or a substantial manu- 
facturer of goods, is the employer of thousands of people in the com- 
munities of our State. If the small shopkeeper becomes so discouraged 
that he will not endeavor to make a fresh start, or the stockholders 
who own the large manufacturing concerns decide that their invest- 
ment must be protected by moving elsewhere, then the very lifeblood 
of the economic existence of the community is drawn off and the entire 
area withers. To my mind it is exactly this situation which a system 
of Federal insurance should be designed to prevent. 

I recall vividly the situation in Providence, R. I., last fall when 
hurricane warnings were raised. For weeks the economic life of the 
city was out of gear. The owners of businesses in the downtown area 
were vitally concerned with moving merchandise out of the reach of 
the waters which were expected to pour into the city. The feeling of 
frustration was terrific. The expressions of despair were many, and 
many times I heard men and women say they would never go through 
this experience again. 
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I have been told often by people in the insurance business that one 
of its greatest features is the peace of mind that it provides for the 
policyholder. With this thought I am in complete agreement. 

Men who have insurance do not tend to become careless. In fact, 
we all know we are encouraged by insurance companies to take greater 
steps to be careful, to protect what is ours. Insurance companies 
make excellent recommendations—in the field of life insurance, fire 
insurance, and all other kinds of insurance. I feel insurance companies 
can do the same in the field of protection from the impact of natural 
disasters. With a system of Federal reinsurance, all will benefit. 

I have proposed a plan which I think is quite simple. It calls only 
for the broadening of the War Risk Insurance Act which is already on 
the statute books. It does not call for the creation of any new 
bureaus or Federal agencies. It has proven workable and can easily 
be expanded to take care of our immediate needs. In the event of 
the threat of a future war, God grant that it may never come about, 
such a system of insurance and reinsurance wn d I propose could be 
broadened to take care of insuring property from the effects of wartime 
disasters also. I strongly urge your consideration of this simple 
proposal. 

I see no need for the creation of a glamorous Federal agency for the 
treatment of this problem. 

I look forward to a solution which will come about through discus- 
sions and cooperation between Federal officials and the officials of 
private insurance companies. I believe we should not scrap the 
experience which was gained in the administration of the War Risk 
Insurance Act. That act has a 1957 expiration date set by this 
Congress. I wish the committee would recommend the deletion of 
that expiration date. I recommend to the committee that it add to 
the act a new definition for ‘natural disasters’? which will cover 
disasters resulting from unleashing of the forces of nature, whether 
they be hurricane borne, floods, earthquakes, tornadoes, or similar 
tragic happenings. 

Such a coverage I believe will have a twofold effect. All Americans 
who may be subjected to these disasters will be provided with the 
means for obtaining that peace of mind which is necessary in carrying 
on our daily affairs. In addition, spreading the risk over a broad area 
should have a tendency to reduce the premiums which will be required 
of everyone participating in the program. 

I do not like the proposal that there should be State participation. 
I do not believe it is necessary. In addition, adding this factor makes 
the operation of the program just that much more cumbersome. 
Insistence upon State participation may actually be a roadblock in 
many instances. 

I urge upon the committee that the extension and broadening of 
the present War Risk Insurance Act to cover natural disasters can 
accomplish the purpose we all seek in a smoothly flowing manner. 
Using the experience already gained to establish a system of Federal 
insurance and reinsurance protects private property, private industry, 
private business and also reassures the American public. 

Again, let me express my sincere thanks for your interest in this 
problem. I wish you complete success in your deliberations. 

The Cuarrman. Thank you, Mr. Fogarty. Your views will be given 
every consideration. 
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You may call the next witness, Mr. Clerk. 

The CuLerk. The next witness is the Honorable John E. Moss, of 
California 

The CHAIRMAN. Please be seated, Mr. Moss. We are glad to have 
your views. 


STATEMENT OF HON. JOHN E. MOSS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Moss. Mr. Chairman, I[ should like to urge upon this commit- 
tee the necessity for a bill that would adequately provide for the 
initiation by the Federal Government, in cooperation with the various 
States, of an experimental national flood indemnity and reinsurance 
program. 

During the past year, losses in various States of the Union from 
floods, hurricanes, and cyclones have been such as to place a great 
burden on a comparative few of our citizens. In recent weeks alone, 
in my home district in California, the raging waters of the Feather 
and Yuba Rivers in Sutter County almost overnight wiped out dozens 
of lives, hundreds of homes and tens of thousands of acres of crops. 

In this one county estimated damages reached a total of $65 million, 
$15 million within Yuba City and $50 million on the farmlands sur- 
rounding the town. More than 40,000 acres of land were inundated 
as a result of 1 levee break, and 60,000 acres were submerged by 
another. Most of the losses were suffered by private farmers. The 
estimated cost of damage to levees, highways, schools, irrigation 
systems, and public utilities amounted to only about one-sixth of the 
total, as compared to five-sixths for damage to houses, personal 
property, crops, and stock. 

Literally hundreds of farmers in this area were wiped completely 
out. Many of their farms are still under water. At one time more 
than 3,000 carcasses of dead cattle were awaiting disposal by the 
authorities. 

I submit that these tremendous losses by individual residents in m) 
district should of rights be minimized one way or another by some 


feasible reinsurance program, even if it requires substantial assistane 
from the Federal Government. 
To many of these flood victims their losses represent a lifetime of 


work. Had they been able to obtain disaster insurance from private 
companies, most of these men and women undoubted!y would have 
been at least partially covered. But such coverage was and is not 
generally available. 

I have not studied in detail the many bills presented in recent weeks 
in connection with flood indemnity and reinsurance, and I am, ther 
fore, not competent to judge their various merits. However, in 
principle I firmly support such a Federal program. 

Perhaps it may be possible to work out some type of Federal-State 
reinsurance that is akin to the deductible liability type of insurance 
now available to the owners of motorcars. 

In carrying out an indemnity and reinsurance program it seems to 
me essential that the Federal Government consult the State and local 
public agencies having responsibility for Jand use and flood damage 
and control in order to assure that the indemnity and reinsurance 
program be consistent with the programs of all of the agencies involved. 
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The CHarrman. Thank you, Mr. Moss. The Clerk will call the 
next witness. 

The CLierx. Mr. Chairman, the next witness is the Honorable Eliza- 
beth P. Farrington, Delegate to Congress from Hawaii. 

The CHarrMan. We are very pleased to have you with us, Mrs. 
Farrington. 

Mrs. Farrineton. Thank you, Mr. Chairman. 


STATEMENT OF HON. ELIZABETH P. FARRINGTON, DELEGATE TO 
CONGRESS FROM HAWAII 


Mrs. Farrineton. Mr. Chairman, I am Elizabeth P. Farrington? 
Delegate to Congress from Hawaii. 

The people of Hawaii are vitally interested in the disaster insurance 
program that is being considered by your committee. I request that 
the Territory of Hawaii be included in any legislation covering damages 
as a result of natural disasters that may be formulated as a result of 
the hearings. 

We in Hawaii are extremely fortunate in many ways as far as 
natural disasters are concerned. We have never experienced damages 
from the types of storms that have been prevalent on the eastern and 
western seaboards in the past few months. However, we do experience 
natural disasters and there is one kind in particular that I believe is 
peculiar to Hawaii. This is damage that we suffer as a result of 
voleanic eruption. The Island of Hawaii, our largest island, is the 
home of an active volcano that erupts from time to time. With few 
exceptions, there has never been any loss of life from volcanic activity 
but there has been extensive property damage. The devastation of 
fertile land caused by lava flows is obvious to anyone who visits 
Hawaii. 

Last spring Hawaii suffered a volcanic eruption that sent rivers of 
molten lava down the mountainside through the Puna District. 
Approximately 3,112 acres of land were covered by fresh lava. Of this 
acreage 832 were under cultivation. Although there was no loss of 
life, many small farmers lost their homes and their lands were de- 
stroyed. Papaya groves and coffee farms were devastated. The 
destruction also extended to 768 acres of land under sugar cultivation. 
In addition, the lava set fire to 1,022 acres of mature sugarcane. The 
total loss, estimated at $1 million, was enough to cause the President 
to declare the district a major disaster area. 

Several years ago a tidal wave struck our islands resulting in loss of 
life and great property damage. The city of Hilo is still repairing the 
damage. as a result of this disaster. 

Just 2 weeks ago, in a 31-hour period, 43 inches of rain fell on the 
Island of Kauai. No final estimate of this is available as it has not 
been possible to reach some of the areas up to the present time. The 
damage may run well over one-half million dollars. 

I cite these few instances to support my request that any program 
on disaster insurance include the Territory of Hawaii in its provisions 
and that in the definition of “natural disaster damage’’ tidal waves 
and volcanic eruptions be included along with storm damage. 

The CHarrman. Mrs. Farrington, your views will be given every 
consideration. I am sure your people will be vitally interested in the 
legislation we are considering. 
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Call the next witness, Mr. Clerk. 
The Cuerx. The next witness, Mr. Chairman, is the Honorabl 
Robert Hale, Member of Congress from the State of Maine. 


STATEMENT OF HON. ROBERT HALE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF MAINE 


Mr. Hare. Mr. Chairman, members of the committee, I appreciate 
the opportunity of appearing here. I have no prepared statement, 
and I shall not take very much of your time. 

Of course, the necessity for some kind of disaster-insurance coverags 
has been emphasized by the series of disasters which we have had hit 
our area in recent years. In 1947 we had in Maine very disastrous 
forest fires which destroyed 130,000 acres of timberland in the 
southern part of the State, which is not the wild-land part, but th: 
farmstead part, and the woodlots were what the owners relied o1 
largely for their living. In 1954 we got the two hurricanes, Carroll 
and Edna, and although we were fortunate enough in 1955 to escape 
the floods which did so much destruction in Massachusetts and 


} +4 


Connecticut, the next time I suppose it will be the other way about 


and we will get the damage and Massachusetts : Connecticut wil 
escape. 

Now, I appreciate fully that legislation of this nd presents very 
difficult actuarial problems, and I don’t know mvself the answers 
I don’t pretend to know them, but I do think that this is a matt: 
which must have study and on which there should be legislation 


because the amount of the damage in these cases is so great that it 
has to be spread around. 


The CuarrmMan. To what extent has vour State been affected by 
floods? 

Mr. Hauer. We didn’t have any fioods in 1955. Li didn’t even rain 
in Maine in the hurricane Diane, but we had Carro!! and Edna in 1954. 
and thev did millions and millions of dollars we of damage. 

The CHarrMan. Was that done mostly by wu iv flood? 

Mr. Haute. Mostly wind; some rain damage. Of course, the com- 
bination of rain and wind. Small boats, for mle. were sunk. 
They might have ridden out the wind but th: f rain and 
wind was too much. 

The CHarRMAN. Have you any feeling abo wha haractel 
insurance we should furnish; whether the Gov ent should furnish 


all, or whether private enterprise should participa 
Mr. Hate. I think obviously private enterprise should go as far as 


it will go, and how far private enterprise will go is something that has 
got to be studied. I don’t know. 

The CHarrMan. Of course, there is no way i nich we can fore 
private enterprise to come in and very frequently when private enter- 
prise doesn’t come into a field that is being develop: won’t come in 


themselves—they are very much opposed to the Government entering 
that field. 1 don’t know whether they would assume that attitude 
in this case, or not, but that is not an unusual attitude for them to take. 

Mr. Hate. I don’t know. I haven’t studied rates on hurricane 
and tornado insurance, and that kind of thing 

The Cuarrman. Do you think your people would be very glad t 
participate in a program to take this insurance if it was for flood 
damage? 
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Mr. Hare. I think obviously it would depend on how cheap the 
insurance was, but I certainly think that, with recent history, people 
would take hurricane and fire insurance on timber lands if they could 
vet it ata figure that was anything like within their means. 

The CuarrMan. Would you advocate fire insurance on timberlands 
und flood insurance in the same policy? 

Mr. Hate. I can assure you, sir, that a forest fire is every bit as 
disastrous an event of nature as a flood. The forest fires we had in 
Maine didn’t destroy simply the forests, they destroyed farms and 
homes—-hundreds, if not thousands of people, were made homeless. 
A forest fire in a thickly settled area of the State is a major disaster. 
You wouldn’t believe what it does. 

The CnarrMan. Can you obtain fire insurance now against forest 
fires through any of the companies? 

Mr. Hare. Not that I know of. 

The CuHatrMan. Do you think if a man could get insurance on his 
forests against fire that he would be willing to carry a flood insurance 
policy where there was no danger of flood? 

Mr. Hate. Of course, the people who lost their homes in the forest 
fires received insurance if their houses were covered. 

The CHarrMANn. I mean, any companies that write policies against 
the ordinary forest fire, that is against the destruction of the timber. 

Mr. Hate. I am not aware that there are. It may be, but I 
haven’t heard of it. I am quite certain that the big timberland 
owners in Maine, the paper and pulp companies, spend enormous 
suins of money on fire watchers, and all that kind of thing, but they 
have no insurance coverage, so far as I know. 

The CuartrmMan. Your people are interested in this. You think 
they might probably take the insurance. Do you feel that way? 

Mr. Hate. They are very much interested. 

Mr. O’Hara. Mr. Chairman. 

The CHarrMan. Mr. O’Hara. 

Mr. O’Hara. To what extent are the people in Maine interested in 
this proposed program? 

Mr. Hate. In this program? 

Mr. O’Hara. I notice bere that in 40 years the total loss in Maine 
from tornadoes was $75,300. In other words, in Maine from torna- 
does during the last 40 years you suffered a loss of less than $2,000 a 
year. 

Mr. Hate. I am surprised that it was as high as that. I never 
heard of a tornado in Maine. 

Mr. O’Hara. I was going through this statement here and I noticed 
it. 

Mr. Hate. We are very lucky that way, Mr. O’Hara. A hurricane 
is perhaps less intensively destructive than a tornado but damages 
from hurricanes run into millions. We had a disastrous hurricane in 
1938. We had another not so bad in 1944, and we had two terrific 
ones within a fortnight in 1954. 

Mr. O’Hara. This book, on page 132, of the Federal disaster in- 
surance report of the other body, gives Maine figures. The figures 
are from 1916 to 1955. In Maine there were during that period 12 
tornadoes, 1 death resulting, and a total loss in a period of about 40 
vears of $74,300. 
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Mr. Hate. I never heard of a tornado in Maine. I am surprised 
there was any loss at all. It is not tornadoes that I am finding fault 
with. 

Mr. O’Hara. What menace do you wish to protect yourself from— 
not tornadoes? 

Mr. Have. Hurricanes, tropical burricanes. It is just the situa- 
tion that Mr. Cretella talked about, only he happened to be talking 
about a different hurricane from ours. 

Mr. O’Hara. Thank you. 

The CHarrMan. Well, are there any further questions? 

We are glad to have vour views, Mr. Hale. We will consider them 
when we go into executive session. 

Mr. Clerk, call the next witness. 

The Cuerk. Mr. Chairman, the next witness is the Honorable 
Herbert C. Bonner, Member of Congress from the State of North 
Carolina. 


STATEMENT OF HON. HERBERT C. BONNER, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF NORTH CAROLINA 


Mr. Bonner. Mr. Chairman. 

The Caarrman. Mr. Bonner. 

Mr. Bonner. Gentiemen of the committee, I am pleased to be 
here today and have the opportunity to explain to you the plan for 
flood indemnicy which would be provided by the bill which 1 have 
introduced. 

As you know, I represent a district on the coast of North Carolina. 
We caught the brunt of the disastrous floods of last summer and fall, 
and the damage caused to real and personal property in that area as 
well as other areas was staggering. It will take years to undo and 
repair the damage. 

In some instances, not enly were entire crops washed out, but the 
salt water so damaged the soil that the lands will remain useless for 
vears. 

Some Members of Congress representing districts in those areas 
affected by the recent floods are, of course, determined that some 
remedial action must be provided. The question really revolves 
about the kind of action which is most appropriate to fit the cir- 
cumstances. 

I do not claim to have originated the plan envisioned by my bill. 
Shortly after my return to Washington I contacted some of the leading 
insurance executives of the country and enlisted their support in the 
preparation of legislative proposals to take care of the situation. 
They told me that they had made considerable studies in this field 
over the period of the past several years, and had come to the con- 
clusion that flood insurance was unfeasible. 

This referred not only to direct insurance, but also to real insurance, 
with the Government as the reinsurer. In short, floods are the kind 
of risk which may not be the proper subject of insurance. 

At the time of my discussion with the insurance people, a study 
was under way which an engineering firm retained by the American 
Insurance Association to study the problem of floods and flood dam- 
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age, and to review an earlier study of the same subject, with a view 
to determining whether the conclusions reached in the earlier study 
continued to be sound. 

Under date of January 10, 1956, the American Insurance Associa- 
tion released its report, concluding in substance that there was no 
basis for altering their conclusion previously reached that insurance 
against peril of flood cannot be successfully written. 

This report contained a further rather startling observation that 
indeed, the investigation of the engineers strongly indicates that 
neither the maximum probable loss from floods nor the maximum 
probable frequency of floods occurrence in any given period has yet 
been experienced in the United States. 

Basically, I am opposed to the Government entering the insurance 
business. I am also in opposition to the Government entering the 
insurance business in the area of flood damage, where the best informed 
experts tell us that insurance is not the answer, whether provided by 
public or private agencies. The salient features of the plan which 
would be provided by H. R. 8459 are, the Government would establish 
a flood indemnity fund, with an initial authorization of $500 million. 
I note that under other bills the amount authorized for such a fund 
would be considerably larger than the amount I have specified. It 
may well be than an increase in this amount may become necessary 
in the event of serious disaster in the next year or two. However, I 
am emphasizing the fact that my plan is designed to be purely experi- 
mental in nature, and | would prefer that we approach the problem 
conservatively, yet with an open mind on the question of the amount 
of money necessary to accomplish the purpose of the bill. 

Second, administration of the fund would be vested in the Small 
Business Administration. Most of the bills which have been intro- 
duced would establish a new corporation in our Government setup. 
I am opposed to the creation of new Government departments each 
time we provide legislation to take care of a problem affecting our 
national welfare. I am not particularly committed to the Small 
Business Administration as the most appropriate agency to administer 
these functions. 

I do believe, however, that considering the prospective beneficiaries 
of the plan, and the facilities already available in that agency for 
administering to the needs of small business, it would be quite natural 
to vest the authority there. 

Third, the limit of relief to any single individual or corporation 
would be fixed at $25,000. My bill is specifically aimed at the small- 
home owner and the small-business man. It is in that area that 
floods have wiped out years of hard work and caused the most misery. 

I recognize, of course, that those owning large businesses and having 
greater stakes in real and personal property, have also suffered, and 
will continue to suffer great hardships from flood damage. At the 
same time, there must be some limit in the extent to which our 
Government can provide this most expensive form of assistance. I 
believe this committee should thoroughly explore the question of 
where this form of assistance should be directed, and where it must of 
necessity stop. 

Fourth, certificates of indemnity, as distinguished from insurance 
policies, would represent the commitment of the Government. I have 
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attempted to avoid the use of the word “‘insurance” in any part of my 
bill. This is because I do not believe we should confuse this sort of 
situation with one which may probably, or even possibly, be the sub- 
ject of insurance in the usual sense. 

Fifth, private insurance companies or local insurance agents will 
provide the service facilities of the Government in the issuance and 
administration of the indemnity certificates and settlement of claims. 
These services would be performed for a nominal fee, approximately) 
commensurate with out-of-pocket expenses. 

The insurance people with whom I have talked prior to the prepara- 
tion of this bill made it perfectly clear that while they did not believe 
the problem to be one which could be solved by insurance, the insur- 
ance companies were willing, even eager, to cooperate with the Gov- 
ernment in connection with any indemnity plan that might be estab- 
lished. 

In this connection, J should like to quote from a document entitled 
“Report on Floods and Flood Damages,” dated May 1952, issued by 
the Insurance Executive Association, on page 15, and it states: 

Since for the reason outlined, private underwriters cannot undertake to provide 
specific flood indemnity as an insurance venture, it follows that Government like- 
wise could not undertake to provide specific flood indemnity by means of insur- 
ance. There is no reason to believe that the Government would encounter 
fewer obstacles to such an undertaking than private insurers. However, if the 
Congress of the United States determines to provide specific flood indemnity by 
subsidy or otherwise, the complete facilities of the insurance business would be 
available to the Government in carrying out such an undertaking, should Con- 
gress and the administrative agencies of the Federal Government wish to mak 
use of such facilities in a manner similar to their utilization in connection wit} 
the War Damage Corporation program of World War II. As a long-range pro- 
gram, it appears that an accelerated flood-control program, supplemented by 
such relief payments as are necessary on account of flood damage, would be more 
in the interest of the public than a program of so-called flood insurance whic 
could not be self-supporting. 

Section 9 of H. R. 8459 would provide that the act shall expire on 
June 30, 1961, but would further provide that not later than January 
of that year the Congress should receive a report containing recom- 
mendations for continuing, modifying, or abandoning the plan pro- 
vided for in the act. This provision is to carry out my thought that 
we should approach this entire problem cautiously and onan experi- 
mental basis. We will never know the right approach unless we try 
something. 

I firmly believe that some sort of an indemnification plan has the 
best chance of success, but there is no question of the necessity for 
the continual surveillance over the operation of whatever plan may 
be adopted. 

We must be prepared to make changes which only experience will 
point up as desirable. 

That, Mr. Chairman, concludes my remarks on this bill. I have 
before me a clipping from the New York Times of Sunday, January 22, 
1956, which carries the title of ‘Flood Insurance Held Unfeasible,’’ 
and I offer it to the committee for its use, for it is a fairly good summary 
of the reasons behind the approach which this bill takes in establishing 
a plan of indemnity, rather than insurance. 
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(The article referred to above follows:) 
{Article from New York Times, Jan. 22, 1956.] 


FLoop INSURANCE HELD UNFEASIBLE—SURVEY OF 1955 Disasters CONFIRMS 
View, Apps THat Worse Ones May Occur 


By Gene Smith 


Insurance against flood damage is not feasible. 

The insurance industry has long felt that this was the only position it could 
adopt. Now it knows. An intensive study of the damage caused by last August’s 
and October’s floods in the Northeastern States has confirmed a 1952 report on 
the disastrous floods in Kansas the year before. 

The 1952 report, which was approved by the National Association of Insurance 
Agents, concluded that “insurance against the peril of flood cannot successfully 
be written.” 

Last week the American Insurance Association issued the combined report of 
its flood committee and a 29-page Report on Floods and Flood Damage of 1955 
in the Northeastern United States. Like the 1952 version, this report was 
prepared by the engineering firm of Parsons, Brinckerhoff, Hall & Macdonald. 


UPHOLDS 1952 VERDICT 


Like the 1952 report, it also concluded that there is no basis for altering the 
traditional industry position on the impracticability of covering flood damage. 

“On the contrary,’ AIA reported, ‘‘the further study that has been given this 
subject has supported and strengthened this conclusion.” 

The engineers’ report is even more pessimistic, warning that “the Northeastern 
States have not yet experienced the greatest possible floods due to rainfall.” 

“The maximum possible rainfall exceeds by a considerable amount any measured 
precipitation measured in the past,’’ it continues. ‘“‘The greatest storm tides 
have probably been approached on several occasions at certain locations on the 
coast of southern New England. Other Atlantic coastal regions have not yet 
experienced the greatest possible storm tides.”’ 

Some inkling of the severity of the problem is seen in the conflicting damage 
reports that are carried in the study. The Corps of Engineers placed direct 
and indirect damage at $1,600 million, while the Federal Civil Defense Admin- 
istration estimated direct damage alone at $455 million. 

The engineering firm, combining these and other estimates, arrived at the 
compromise figure into these percentages: Industrial properties, 35 percent, 
commercial 14; public utilities, 19; public facilities, 20; residential property, 9, 
and agricultural and miscellaneous, 3 percent. 

Parsons, Brinckerhoff was originally commissioned by AIA to study the August 
1955 floods in Massachusetts, Rhode Island, Connecticut, New York, New 
Jersey, and Pennsylvania. Before the study could be completed the October 
floods came. The study was extended to include these also. 

As the report was being completed, the first of the Pacific coast floods occurred. 
On the chance that unique meteorological or other positive factors not previously 
considered might be involved in the Far West, the engineers were again requested 
to enlarge their study. 

HURRICANES DIVERTED 


Although the third phase has not been completed, indications are that it will 
offer nothing to change the overall conclusions. The completed study notes that 
the Northeastern floods were caused by tropical hurricanes diverted from their 
previous normal paths by unusual meteorological conditions. 

“Such storms have been considerably more frequent on the North Atlantic 
seaboard since 1938 than in the preceding hundred vears,”’ the engineers re- 
ported. ‘‘Whether the situation is a result of permanent change in climatic 
conditions or is only in the nature of a temporary weather cycle is a moot question 
among meteorologists, and probably will not be definitely answered for many 
vears.”’ 

The possibility of such a eyclic change should not be overlooked, they added. 
This is especially true in the light of final tabulations which show a total of 
24,654 residential dwellings in the 6 States were damaged or destroyed in the 
August floods alone. 

Frank A. Christensen, president of the America Fore Group, in a year-end 
report last week, said: 








oud 


ate aes 8 








DISASTER INSURANCE 269 


INSURANCE NO ANSWER 


“Tt is still our considered opinion that flood insurance in any form, whether 
undertaken by private companies or through an agency of the Government, would 
not provide the answer to the age-old problem. In any case, flood control and a 
system of relief and rehabilitation will have to be pursued intelligently and 
effectively.” 

The AIA’s committee concurs, with the following statement regarding the 
engineering report: 

“‘A realistic approach to the problem of flood damage would still seem to be an 
orderly plan for relief and for rehabilitation of essential services, plus a long- 
range flood-control program in which Federal, State, and local governments could 
cooperate to reduce the probability of damage by flood. 

“Tt would be inappropriate for the insurance business to volunteer recom- 
mendations to the Congress of the United States regarding the course it should 
follow in dealing with the problem of flood damage, but it is not inappropriate to 
repeat the offer previously made by capital-stock insurance companies and their 
local agents to cooperate fully by making available their facilities in connection 
with any flood damage or indemnity program which might be enacted by the 
Congress or of any State or other competent authority.” 


The Cuarrman. Your indemnity would be limited entirely to flood 
damage? 

Mr. Bonner. Yes, sir. I don’t prescribe to the idea of the Govern- 
ment going into the field of private business. As I understand it, the 
insurance corporations and companies now provide all other types of 
insurance. Flood is the only thing that is not available. Through 
this experience it is possible that the regular line insurance companies 
would find, and can work into their policies, this type of indemnity, 
secured by the Government. You can’t, Mr. Chairman, make this a 
success unless you have the cooperation of those in the field—the 
insurance people. You must have them, and, of course, if you go 
into competitive business with them you cannot have them. They, 
like every other business corporation, are thinking of themselves and 
naturally thinking of themselves. 

The CuHarrMan. If they make the business sufficiently remunerative 
they will be very glad to come in with the Government. 

Mr. Bonner. Yes. As has been shown, they have done their part 
in trying to find a way to solve this problem. There are articles writ- 
ten on this subject that we haven’t yet experienced the greatest dam- 
age that is possible. 

The CHarrMAN. You say that your bill is aimed at giving help to 
the small-home owner? 

Mr. Bonner. Twenty-five thousand dollars is the limit on it. 

The CHarrMan. Have you considered what would be, or what may 
be the reasonable charge for this protection? 

Mr. Bonner. Well, Mr. Chairman, it must be made attractive, and 
it must be anticipated that during a certain period of time, should 
catastrophe hit that the Government will sustain a loss, but this is a 
dignified way in which to approach a type of Federal aid in a manner 
that, let us say, is more dignified than just going out and giving 
outright relief. 

The CHarrmMan. Do you think that you could make the charges 
such that the ordinary small-home owner could participate in a 
program without causing the Government an immense loss? 

Mr. Bonner. Of course, Mr. Chairman, no one takes insurance 
unless in his own mind he feels he is susceptible to loss. That is what 
makes fire insurance so popular. That is what makes life insurance 
so popular. This is an insurance that must be sold. I have never 
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seen a Government sales force that was worth anywhere in comparison 
with a business sales force. Here the insurance companies have sales 
forces in every town, village, county, and city throughout the United 
States, and with a compensation to the sales force, and the local 
agent, the companies are willing to go into this without any return 
to themselves, but some compensation, so it can be sold, and it must 
be on some basis of that kind, unless vou could just count on it that 
it would only be sold in an area where one might expect disaster at 
any time. 

The CHarrMan. Would you have a difference in the rate with 
reference to peril? Would the man who is always subject to constant 
overflow pay a little more than the man with property on the higher 
ground? 

Mr. Bonner. The man on the mountain isn’t susceptible to flood, 
ordinarily. 

The CHairMan. He wouldn’t take it, but even in the flooded areas 
there are certain kinds of property that are more susceptible to flood 
than those a little higher up. They are both affected by floods, but 
one is affected very much more than the other. 

Mr. Bonner. As | understand it, Mr. Chairman, fire insurance 
premiums are written and are set up on the basis of exposure of the 
property to fire. For instance, a writer of insurance will tell you 
“Well, if you will do this and if you will do that,” he can pull the rate 
down some. Naturally, there is going to have to be some extent what 
we might determine a sliding scale, but that will have to be worked out 
by people with practical experience. 1 don’t think as a Member of 
Congress, unless he is an insurance man of long vears, that he could 
go into a thing of that kind. That is for the practical people in the 
field. 

The CoarrMan. Have you determined that the insurance companies 
would be glad to participate in the program to the extent of soliciting 
policies and servicing the program? 

Mr. Bonner. I didn’t understand you, sir. 

The CHatrMaAN. I said, have you any assurance that the insurance 
companies who are equipped to service these policies, to take care of 
the people, to solicit the policies, that they will participate? They 
assume no risk. Will they participate, and under what condition 
would they participate? 

Mr. Bonner. The answer to that, Mr. Chairman, they participat 
in the war risk insurance, and they did a splendid job, and they are 
anxious to do something in this field. I have had the pleasure of 
talking to some of the outstanding men in this field, some of the mem- 
bers of the committee that was set up to study this subject, and I was 
very much surprised when I called one or two of them over the phone, 
and they said they would come down and talk to me about it. I ex- 
plained by idea of something of this kind, and by collaboration we 
wrote out the bill that I introduced. 

The CHarrmMan. Well, we are all trying to solve the problem, but 
there is one difference, it seems to me, between the war risk insurance 
and flood insurance. The war damage insurance had a universal 
appeal. 

Mr. Bonner. That is correct. 

The CHatrmMan. This has a very limited appeal. 
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Mr. Bonner. That is right, sir, but, Mr. Chairman, as experience 
has shown, and recent experience, we are having floods in areas that 
haven’t had floods heretofore. The whole question is on floods, be- 
cause &@ man can get the other type of insurance. I, for instance, was 
right in the midst of a flood. I was wrapped up with plenty of other 
kinds of insurance, but I wasn’t wrapped up with flood insurance. 
I had it all. I had all insurance except flood. 

Mr. Nicuoison. What is the history of salt water damage in 
North Carolina? 

Mr. Bonner. There was one county in my congressional district 
that was entirely covered up practically in 8 feet of water. 

Mr. NicnHotson. How many did they have previous to the last? 

Mr. Bonner. We had three in succession. 

Mr. Nicnotson. That has all happened in a few years? 

Mr. Bonner. In, we will say, 18 months. 

It had been years and years. It was 1918 before a previous storm 
of that nature took place. 

Mr. Nicnoutson. These fresh-water fioods may be taken care of by 
dams, and other things, and if they put those in the insurance goes 
down. 

Mr. Bonner. Yes; but you cannot dam off the ocean. 

Mr. Nicuoitson. We cannot do anything about salt-water floods. 
That is what people along the coast are interested in. 

Mr. O’Hara. Mr. Chairman. 

The CuarrmMan. Mr. O'Hara. 

Mr. O’Hara. Tornadoes are now covered by insurance? 

Mr. Bonner. Sir? 

Mr. O’Hara. Tornadoes are covered by insurance? 

Mr. Bonner. Yes. I have wind insurance on my farm, barn, and 
home, and it provides that if the roof is blown off and the rain comes 
in | am protected on my crop in the barn, the roof having been taken 
off by cyclone, I am covered for that. 

Mr. O’Hara. I noticed in the last 40 years you have suffered a 
property loss of some $6 million from tornadoes. Jn that field there 
is now adequate insurance available? 

Mr. Bonner. You are speaking of crop insurance or property 
insurance? 

Mr. O’Hara. Tornado insurance. 

Mr. Bonner. On property, on buildings and homes, my property 
is Insured against cyclone and wind. The insurance company paid 
me for a roof on one of my barns, and some damage to my home. 

Mr. O’Hara. Your bill, as I understand it, is restricted to flood 
risk only? 

Mr. Bonner. That is right. That is the only thing you cannot 
get insurance on today. 

Mr. O’Hara. What is the difference between indemnity and 
insurance? 

Mr. Bonner. You are just indemnifying a citizen of the United 
States against flood. There is no way to insure against it. It is a 
participation by the Federal Government in your loss by flood, and 
there is a limit here, too, you see. You are not covering the whole 
thing. 
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Mr. O’Hara. Does he pay for the risk the Government is taking? 

Mr. Bonner. Yes. He pays a premium just like he pays for a 
fire premium, life premium, cyclone. 

Mr. O’Hara. What is the difference between indemnity and insur- 
ance? In either the person covered pays a premium? 

Mr. Bonner. I answered you, sir, by saying I don’t think you 
could insure a man against flood but you can indemnify him to a 
certain degree. 

Mr. O’Hara. For participation in the indemnity he pays a 
premium? 

Mr. Bonner. That is right. 

Mr. O’Hara. For participation in the insurance he pays a premium? 

Mr. Bonner. The word “insurance” has something that is solely 
control, we might say, other than veterans insurance, by private 
corporations, and I don’t think we should use the word “insurance.” 
I think it might be misleading to the citizens. 

Mr. O’Hara. We are doing the same thing under your bill only 
we give it another name, is that a fact? 

Mr. Bonner. You are participating in a loss that might occur. 
You indemnify the citizen against a certain amount of his loss. 

Mr. O’Hara. And you think that a program that changes the 
name and gives the same substance would have the approval of the 
insurance companies? 

Mr. Bonner. I, of course, cannot answer for insurance companies, 
but 1 think it would be preferable. If I were in the insurance business 
it would be preferable that somebody else in this insurance use some- 
thing else but the word “‘insurance.”’ 

Mr. O’Hara. Mr. Bonner, I quite agree with you that sometimes 
we make a thing more palatable by leaving the substance unchanged 
but putting on a new label. 

Mr. Bonner. When the citizens see that here is a certificate of in- 
demnity with the name of the United States Government on it, it 
makes it more attractive to the citizen. 

Mr. O’Hara. But it really is insurance. 

Mr. Bonner. It is, as the term means. lt is an insurance, but it 
leaves the word “insurance’”’ to the private business. 

The CuarrMan. I think the word “indemnity”? would be very much 
more favored by the private insurance companies than ‘‘insurance.”’ 

Mr. Bonner. I agree with you. 

The CHarrMan. | think substantially it is the same thing. 

Mr. Bonner. I must agree with you, sir. 

The CHarrMaANn. You cannot insure a man against fire, vou insure 
him against the results of the fire. You cannot insure him against 
the flood, but against the loss, that is all. 

Mr. Bonner. People are getting so smart these days they might 
discover someday how to divert cyclones and floods. 

The CuarrMan. Are there any further questions? 

Mr. Berrs. Mr. Bonner, there is no reason why vour coverage 
couldn’t be extended to hurricanes, is there? 

Mr. Bonner. I am able to buy that type of insurance. 

Mr. Berts. I thought you could buy tornado but not hurricane 
insurance. 

Mr. Bonner. I don’t know what is the difference. They are ask- 
ing me about insurance and indemnity. What is the difference in a 
tornado and a hurricane? 
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Mr. Berrs. Mr. Hale described the difference*here a little while ago. 
Mr. Bonner. I don’t know. I have sat through three, and I don’t 

know just what they are, but they are peculiar feelings. Here you 

are saileines: You can’t do anything. 

Mr. Betts. The effect is the same. 

Mr. Bonner. I knew it was coming the day before it came. We 
buttoned down everything we could screw and tie down. My boat, 
for instance, rode through two of them. Since the last one I haven’t 
seen or heard and nobody else has seen anything of the boat. Just 
how it happens, I am unable to tell you. These meteorologists 
probably could. 

The Cuatrman. Did you lose your home? 

Mr. Bonner. No, sir; thank goodness. I had it full of water, but 
I didn’t lose it. 

Mr. Brown. How far is your home located from the ocean? 

Mr. Bonner. We are 60 miles. 

The CuarrMan. If the wind pushed a house down and the water 
brushed it way could he recover for the loss? 

Mr. Bonner. The insurance companies in my case did a good job. 
Of course, all of us claim a pretty good bit when we suffer loss, but 
where it could be shown that the original damage was by wind, they 
did a good job of adjusting. They certainly did with me. 

The CHarrMaANn. Well, we are very glad to have your views. I know 
you are deeply interested in this subject. 

Mr. Bonner. I am greatly interested in this subject, Mr. Chair- 
man. I appreciate the opportunity of your letting me come over here, 
whatever may be done. I am interested in whatever you do and I 
think something ought to be done in this session of Congress. 

The CuHatrMan. We are glad to have your help. We know your 
views will be considered when we go into executive session. I don’t 
believe we have any other witnesses this morning. 

Mr. Bass. Mr. Chairman, I introduced a bill similar to Mr. 
Wolcott’s measure, the so-called administration proposal. Rather 
than to submit a statement at this time I wonder if I could have per- 
mission to insert in the record a brief statement in support of the 
measure that I have introduced? 

The CHAIRMAN. Yes. 

Mr. Bass. Thank you, Mr. Chairman. 


STATEMENT OF HON. PERKINS BASS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW HAMPSHIRE 


Mr. Bass. Mr. Chairman, first I want to express my thanks for 
this opportunity to appear before the committee in support of H. R. 
8533 which I introduced to carry out the 5-year experimental flood 
insurance program recommended to the Congress by President 
Eisenhower. As you gentlemen realize, my bill is similar in all 
respects to a number of bills introduced in this session, including one 
introduced by the distinguished ranking minority member of this 
committee. 

The bill is of particular interest to those of us from New England. 
Although my own State of New Hampshire has not suffered from 
flood damage in recent years to the extent of our New England neigh- 
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bors to the south, we vividly remember the heavy flooding of 1936 
and 1938 which caused great loss in the southern part of New Hamp- 
shire, including my own hometown of Pete rborough, N. H. 

Additionally, I wish to stress the flexibility and experimental accent 
in the bill. We are entering a new field, and it requires us not to be 
too rigid in our requirements, and at the same time increases the 
duty of this committee and the administration to watch closely the 
carrying out of this program. 

KE qually important in our study of this problem is the question of 
participation of private insurance companies. Quite properly the 
President has recommended that any flood insurance program be 
such that private concerns be induced to participate to the maximum 
extent possible, and perhaps ultimately take over the whole program. 

Mr. Chairman, again my thanks for this opportunity to testify, 
and in closing may I respectfully urge favorable action by the com- 
mittee on H. R. 8533. 

The CuarrMan. The committee will adjourn until 10 o’clock on 
Monday. 


(Whereupon, at 11:18 a. m., the committee adjourned until Monday, 
February 6, 1956, at 10 a. m.) 
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MONDAY, FEBRUARY 6, 1956 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY. 
New Hovse Orrics BuILpING, 
Wash ington, EPG. 

The committee met at 10 a. m., Hon. Paul Brown, presiding. 

Present: Messrs. Brown, Patman, O’Hara, Mrs. Griffiths, Messrs. 
Vanik, Wolcott, Kilburn, Widnall, Betts, Mumma, and Nicholson. 

Mr. Brown. Mr. Clerk, call the first witness. 

The Crerx. Mr. Chairman, the first witness is the Honorable 
Wendell Barnes, Administrator of the Small Business Administration. 

Mr. Brown. Come around, Mr. Barnes. 

We are delighted to have you. 

Mr. Barnes. Good morning, Mr. Chairman. 

Mr. Brown. You may proceed in any way you desire. If you 
have a prepared statement, you may read it. 


STATEMENT OF WENDELL B. BARNES, ADMINISTRATOR, SMALL 
BUSINESS ADMINISTRATION 


Mr. Barnes. Mr. Chairman, members of the committee, when the 
Small Business Administration was established in 1953 Congress had 
two purposes in mind. First, in the interest of maintaining and 
strengthening the overall economy of the Nation, Congress desired 
to aid and protect smal! business; and, second, Congress wished to 
provide assistance to victims of floods and other catastrophes. 

These two objectives are not unrelated. It has been our experience 
that when a natural disaster overwhelms a community, the bulk of the 
applicants for disaster loan assistance are the small businesses in the 
community. This result may be based on the fact that industries 
have located along rivers and streams. But whatever the reason, it 
is clear that the economic paralysis which follows in the wake of a 
disaster can be relieved only by reestablishing the disaster area’s 
industry. Although the restoration of housing facilities is of vital 
importance to relieve human suffering and distress, the rehabilitation 
of the businesses is the most critical part of the restoration. 

{ am sure that this committee will want to consider the nature and 
types of disasters that the Small Business Administration has been 
called upon to meet. It will also want to consider the scope of the 
SBA disaster program in connection with the establishment of any 
type of disaster insurance program. 

I would like to submit to the committee an exhibit showing SBA 
disaster loans approved and loan applications pending by disasters 
and by States cumulative through December 31, 1955. 

(The information referred to is as follows:) 
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SMALL Business ADMINISTRATION 





Disaster loans—by disasters—by States cumulative through Dec. 31, 1955 


{Cents omitted] 


Disaster and date declared 


Number 


Earthquake, Aug. 9, 25, 1952: California !_- 
‘lood, Apr. 3, 1953: Maine !_- 
Tornado, Apr. 21, 1953: Georgia ! 
lornado, May 12, 1953: Texas! 
Tornado, June 9, 1953: Ohio 1. 
rornado, June 10, 1953: Massachusetts ! 
Flood, June 11, 1953: 
Iowa! 
Montana ! 


Total 


Gales, snow and high tides, Nov. 12, 1953: 
Connecticut 
Massachusetts... 
New Jersey - 
New York 


Total 
High tides, Nov. 20, 1953: California 


Tornado, Dec. 7, 1953 
Arkansas 
Louisiana 
Mississippi 
lexas_. 


Total. 
Gale, snow, or tide »s, Dec. 17, 1953: 

Maine Sele Ria Eee 8S ees 
NOW ESQINDENNS ......--5~-~<ensen--> 
Forest fire, Jan. 4, 1954: California_..__.---} 

Heavy rains and landslides, Jan. 12, 1954: 
Oregon ...... 
Tornado, Mar. 17, 1954: 
een ea bes 
eae tL ery PME 

















Tornado, May 4, 1954 
Arkansas--.--.-... “ 
ENS ae eee ee aie pee 
Louisiana 
IN 3 O. £b dn cceebeecencesecsan 
J Sb eed SERS SRS i Se 


a ey eee ene ee ee 
Floods, Stes 18, "1954: Massachusetts... -- 
Thunderstorms, May 18, 1954: New 
Flood, June 24, 1954: lowa Ja SAAR SAE 
Hurricane, floods, July 2, 1954: Texas___-- 
Earthquakes, July 21, 1954: Nevada--.-.---- 
Rain and _ floods, July 22, 1954: West 

ROSE SRR i eae re aes : 
Floods, Aug. 2, 1954: Arizona_.__.-...---.-.- 


Hurricane, Sept. 1, 1954 
Connecticut 
Maine A 
Massachusetts 
New ene. 
New York 
Rhode Island... 
Vermont 


Total 








Pending applications 





Number Amount 











! Areas declared prior to SBA lending authority. 


: 

(ake 1 | $55,000 
ee 1 43, 000 
; i 149, 000 
2 192, 000 
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SMALL BusINEss ADMINISTRATION—Continued 


, 1955—Con. 


Disaster loans—by disasters—by States cumulative through Dec. 31 





Approved loans Pending applications 
Disaster and date declare 1 Amount 
Number , Number Amount 
Gross SBA share 
Hurricane, Oct. 18, 1954 
Delaware l $6, 000 $6, 000 
Maryland 90 290, 540 200, 540 
New Jersey 6 34, 000 4. 000 
New York l 20, 000 20, 000 
North Carolina 210 1, 465, 555 1, 465, 555 
Pennsylvania 5 12, 500 12, 500 
South Carolina 131 2, LIS, 486 2, 118, 486 
Virginia 5 21, 540 21, 540 
Total 449 3, 968, 621 3, 968, 621 
Flood, Oet. 27, 1954: Indiana 
lrornado, Feb. 8, 1955: Mississippi 
Flood, Mar, 29, 1955 
Alabama 
Mississippi 
Wind and water, Mar. 28, 1955: Michigan 1 5, 000 5. 000 
Flood, May 25, 1955: Colorado 13 27, 200 27, 200 
Cyclone and tornado, May 26, 1955 
Kansas 44 217,114 217,114 
Oklahoma 58 546, 320 546, 320 
Total 102 763, 434 763, 434 
rornado, June 6, 1955: Arkansas 
Flood, June 17, 1955: Mississippi 
Flood, June 21, 1955: Nevada 17 145, 350 145, 350 
Freeze, June 17, : North Carolina 3 &, 800 8, 800 


Tornado, June 21, 1955: Coiorado 

Freeze, June 22, 1955: South Carolina 

Tornado and flood, July 6, 1955: Nebraska 3 32, 650 32, 650 
Flood, July 6, 1955: Wyoming 

Tornado, July 22, 1955: Minnesota 














Flash flood, July 29, 1955: New Mexico 17 44, 800 44, 800 l $8, 500 
Freeze, Aug. 15, 1955: Arkansas 1 6, 000 6, 000 
Hurricane, Aug. 15, 1955 
North Carolina 88 394, 406 394, 406 l 7, 334 
South Carolina 
Hurricane, Sept. 23, 1955: 
North Carolina 114 376, 085 376, O85 3 19, 905 
South Carolina 1 45, 000 45, 000 
Total 115 421, 085 $21, 085 3 19, 905 
Hurricane, Aug. 22, 1955 
Connecticut_ 742 14, 236, 728 13, 744, 525 16 543, 714 
Delaware 
Maryland 1 925 925 : 
Massachusetts 330 5, 442, 250 5, 427, 250 It 335, 500 
New Jersey 78 837, 956 956 3 43, 000 
New York ‘ ; 46 512, 450 6 92, 000 
Pennsylvania 227 2, 925, 498 10 493, 835 
Rhode Island : 60 578, 000 2 13, 500 
Vermens......-...-. l 20, 000 20, 000 . a 
Total___- : 1, 485 24, 553, 807 23, 869, 474 53 , 521, 549 
Rains and floods, Oct. 17, 1955 
Connecticut 3 224 2, 886, 489 2, 843, 942 15 341, 833 
Maryland. 2 5, 300 5, 300 “5 : vi 
Massachusetts _- ; a, SS 
New Jersey. - 1 800 800 2 51, 500 
New York._..._- “ 3 31, 750 31, 750 13 528, 680 
Pennsylvania.__. 3 : is 
0 er — wie 230 | 2, 924, 339 2, 881, 792 | 30 922, 013 
Freeze, Aug. 31, 1955: Georgia. “8 2 47, 500 


. 15, 000 15, 000 2 
Hurricane, Sept. 23; 1955: Texas Be 
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SMALL BusInEess ADMINISTRATION—Continued 


Disaster loans—by disasters—by States cumulative through Dec. 31, 1955—Con. 











| Approved loans Pending applications 
Disaster and date declared | Amount 
ree ee pe Number | Amount 
} Gross SBA share 
——— ———— -—_— ‘ =~ = = 
Drought, Aug. 16, 1955: 
Alabama_.- pnedell pissin weadienate ene eee Eres | ee es A oe 
Arkansas se paiement 1 | $6, 000 $6, 000 
Colorado... 7 os eee er | 2 ae . 1 | $150, 000 
Florida SAAD REESE. A 5 teaianae DERE een ees, a tt 
Georgia | 1 | 20, 000 20, 000 2 23, 000 
Mlinois_- - PS ERAS LT, TAS Ee Bd ca pees ‘ 2 | 95, 000 
SB BEE Se AES ee 1 | 12, 000 12, 000 1 19, 500 
Kentucky EAE SS, | EE a AS eee ae ee Ce 
Louisiana Ph FSEARERISIS FRAPS Re eG, BUS AS he af 6, 000 
Mississippi s . eres fs 
Missouri. - ---- : ie Gc ae, ee ene, SS 
Nebraska = a ‘ Rae, es, Ree 1 | 7, 000 
Op a a ee, SE. | a. 11, 000 
North Carolina CE REDE RAT . Se es es ee, 1 | 10, 000 
Oklahoma ¢ : 3 30, 914 30, 914 oe 
South Carolina_-__- jokoes 1 28, 000 | 25, 200 | 1 | 10, 000 
South Dakota os = ee. eee pe an BEN eee ae ae 1 | 17, 500 
Tennessee teens inigchasipiibe Sp acocech P . ‘ ' - hie 
Texas_... : — 4 39, 000 | 38, 700 | 3 | 480, 000 
Le ee ae, Sewer eee Pe. : _.| 1 | 6, 000 
Wyoming - - 1 10, 000 10, 000 onset 
Total Sie = | 12 145, 914 142,814 16 | 835, 000 
Freeze, Dec. 8, 1955: | | 
ae a RS a a i al a ibe oy ee 
Washington - Raves StS “. = 4 23, 280 
Flood, Nov. 18, 1955: Virginia- 





Flood, Dee. 12, 1955: Washington 2 | 48, 404 
Flood, Dee. 30, 1955: 
TR Gc ica sanccakk sean dence tucdetiewecauca 
Re a ee ee ne Cae 
0 ES ae ee me Meee oer ne 
Grand total . sskoet 3,299 | 37,904, 978 37, 101, 998 115 3, 680, 481 


Mr. Barnes. This exhibit describes briefly the number and nature 
of the disasters which have been declared under the Small Business 
Act of 1953 by the Small Business Administration since its inception. 

The exhibit reveals that in slightly more than 2 years the Small 
Business Administration has declared more than 45 disaster areas. 
These disasters have affected portions of 20 different States. In 
addition to floods, these disasters have resulted from earthquakes, 
landslides, freezes, forest fires, drought, and windstorms of varying 
degrees of intensity. Many of these disasters were confined to small 
areas but they caused much local distress. In one instance an entire 
community, Udall, Kans., was virtually wiped from the face of the 
earth. Other disasters, such as the recent hurricanes, have caused 
devastation in wide areas. 

Section 207 (b) of the Small Business Act provides that we may 
make such loans as are necessary or appropriate because of floods or 
other catastrophes. Individuals, business enterprises, churches, and 
private schools are eligible for disaster loans. We do not make loans 
to rebuild municipally owned water systems and utilities. We do 
not make loans where the victim is eligible for assistance under the 
disaster program of the Farmers’ Home Administration although we 
cooperate very closely with the offices of the Farmers’ Home Adminis- 
tration and each agency is making available the forms of the other. 
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By working with the Red Cross it is sometimes possible to make 
loans in situations where the borrower would not otherwise be able to 
qualify. For example, the Red Cross has frequently paid off pre- 
vious mortgages and through these grants provided an equitable 
interest on which an SBA loan can be based. 

There is no limitation on the amount which SBA is authorized to 
lend to any one disaster victim. There is also no limitation on the 
size of businesses which may seek assistance under tlhe SBA disaster 
loan program. Our objective is to restore the disaster victim as 
nearly as is possible to predisaster status. Our loans are limited to 
the amount necessary to accomplish this end. 

Under the recent amendment to our act any disaster loan now may 
be made for a maximum of 20 years. The interest rate charged on 
the SBA share of disaster loans is 3 percent. 

I will not take the time of the committee to go over the various 
provisions of the disaster insurance bill now being considered by this 
committee. Previous witnesses have covered this territory. I would, 
however, like to point out that to afford maximum protection to small 
businesses, disaster insurance must cover equipment, fixtures, and 
inventory. As this committee knows, many small concerns operate 
in rented property. Insurance covering merely real property will not 
provide sufficient assistance to enable them to get back in business. 

If Congress establishes a disaster insurance program, it appears 
that there will still be a need for a disaster loan program of the type 
now conducted by the Small Business Administration. Financial 
assistance in the form of loans will still be required for those persons 
who do not participate in the insurance program, either for reasons of 
choice or for pressing financial reasons. Assistance will also be 
required for those victims of disasters who are not covered by insur- 
ance because the disaster suffered by them is not one of the type 
insured, either because of the nature of the disaster or because the 
insurance is restricted only to certain types of property. Moreover, 
it may be that the amount of insurance available which may be based 
on original cost or appraised value of property will be inadequate to 
restore the insured to his original position. 

That concludes my prepared statement, but I would like to elaborate 
on that last point a little by saying that the situation with regard to 
flood disaster loans and flood insurance, if Congress enacts a flood 
insurance bill, is roughly comparable to the situation that we have 
been in several times where there was a cyclone or tornado which 
caused widespread damage, since in those instances private insurance 
companies write the cyclone and windstorm insurance, and we have 
found generally that the presence of insurance materially reduces the 
need for loans. It doesn’t entirely eliminate it, but in several instances 
I can think of—for instance, the Blackwell disaster last June, where 
practically every one of the 400 houses that were destroyed had 
private insurance, cyclone insurance. It was not a typical disaster, 
since the cyclone went through the best section of town, and the loans 
were immediately made in many instances by banks and savings and 
loan associations, which already had the mortgages on these properties. 
However, we opened an office there, and we did make 40 loans in the 
community. In most every instance those loans were to individuals 
whose insurance was not sufficient to cover the actual loss. There 
had been an increase in construction costs since they set the value of 
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their insurance, and then, of course, there were several substantial 
businesses that were damaged there, too, whose insurance did not 
cover the complete amount of the loss. So I sincerely feel that, along 
with any flood insurance program, there will still be a necessity for 
disaster loans to a certain percentage of the people who are not com- 
pletely covered by the insurance that is offered. 

Mr. Brown. Mr. Barnes, you have been out on the west coast 
recently, haven’t you? 

Mr. Barngs. Yes, sir. 

Mr. Brown. Can you tell us about the situation out there? 

Mr. Barngs. Yes, sir. 

The disaster there extends over a wide area, perhaps not quite as 
wide as tne hurricanes on the eastern seaboard last fall, but it is in 
isolated communities from the middle part of California, extending on 
into Oregon and most of the damage has occurred along rivers which 
damaged residential property rather than business property, as con- 
trasted with the floods in the East, where the greater part of the 
damage which occurred, at least dollar volume of damage, was to 
businesses. However, in several communities—Santa Cruz, to name 
one, I think Stockton and several others—there were substantial 
losses to businesses. 

We make home loans, of course, and have set up offices throughout 
the area to serve the needs of the people. We furthermore have been 
very fortunate in California to find that the banks have voluntarily 
agreed to participate in disaster loans, using the same rate of interest, 
3 percent, that we charge on our direct loans. We have worked out 
forms and procedures with them that enable them to go ahead proc- 
essing the loan and advancing the funds without an approval by us, if 
they stay within the limits of our law. 

Mr. Brown. Have you made any loans out there yet? 

Mr. Barnes. Yes, sir. We have approved, I think, about a 
half million in terms of dollars, and about 100 loans by SBA. Now, 
the banks don’t report to us until after they close their loan or disburse 
it. They can report earlier, but they usually do not. The last re- 
port I have would indicate that they have made about a similar 
amount. In other words, about 150 loans have been made by the 
banks. 

There is a curious thing, Mr. Chairman, out there. The floodwaters 
have not dissipated immediately, as they have in the previous disasters 
that we have been in. In many areas the water is still high. Some 
of the rivers are still out of their banks, many times wider than they 
normally would be, and the rains had continued from well in December 
and were still going on when I was there. I feel that this has made 
it likely that some people will not apply for loans or attempt to 
rebuild until the waters go down and it stops raining. They can then 
make their decisions. 

Of course, you cannot pour concrete or anything of that nature 
while the water is still high, or while it is ramming. There were several 
towns in which there were discussions about relocating the cities. 
About all I can say is that we are prepared to give more complete 
service there than in any other disaster we have been in by reason of 
the fact that these banks are making loans also. Any bank in 
northern California can be applied to for an SBA loan or for a bank 
participation loan, and | rather imagine that we will see much more 
activity in the next 2 or 3 weeks than we have in the past month. 
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Mr. Brown. How many disaster loans have you made in North 
Carolina and the New England States? 

Mr. Barnes. Suppose I give it to you in table form, sir, so it will 
be set up most clearly. 

Mr. Brown. All right. 

Mr. Barnes. We had a total of 2,400 applications. The dollar 
amount was $48,437,527. Of these, there were withdrawals of 149; 
in amount, $2,136,222. 

Mr. Brown. What caused those withdrawals? 

Mr. Barnes. They obtained the loan funds elsewhere or decided 
to use their own money. In many instances these being business 
loans the corporation will have funds on hand, and will determine to 
use funds out of this reserve rather than to borrow. That was one 
reason. Another reason could be they decided not to rebuild, or as 
they apply for a certain amount for rebuilding they determine that 
they are unable to repay the loan and wish to make other plans. It 
is a voluntary withdrawal on the part of the borrower. 

Mr. Brown. What type of security do you request for those loans? 

Mr. Barnes. We will take anything that is offered, anything from 
a guarantee, endorsement, to a mortgage on fixed assets, chattel 
mortgages on machinery and equipment. In most every case we 
find that we will have to, if the loan is to have security approaching 
the amount of funds advanced, part of the security will have to come 
from the new machinery and equipment that is purchased with the 
loan proceeds. 


We had then received net applications of 2,251 for $46,301,305. 
Of this amount we declined 198 loans, for $6,608,586. We approved 
1,945 loans for $28,520,291. There were 7 loans approved by the 
Treasury under section 302 in the amount of $4,306,000; 2 loans were 
declined by the Treasury under section 302 for $222,300. 

There is pending at the present time 99 loans in the amount. of 
$6,624,130. Those loans that are pending were filed in the latter 
part of December, and in January. 

Mr. Brown. What is the maturity date? 

Mr. Barnes. The business loans were in most every instance 10 
vears, unless there was some clear indication of ability to repay in a 
lesser time, and the borrower agreed that he was willing to repay in 
less than 10 years. 

Mr. Brown. How about the home loans? 

Mr. Barnes. The home loans, 20 years. These loans, of course, 
were made prior to the recent change in the law which permits the 
business loan term to be fixed at up to 20 years. 

Mr. Brown. Do you expect to be repaid for those loans—all of 
them? 

Mr. Barness. Not all of them, sir. I expect a loss. I am really 
surprised, however, at the extent to which these disaster loans have 
been repaid, both to us and to the RFC. The RFC made disaster 
loans for many years. These loans must be made quickly, without 
anything like the complete credit examinations that you give in an 
ordinary business loan program, and they must be made where there 
is need, where you are having to rebuild a community and reestablish 
business. Even so the delinquency, or loss factor, has remained well 
under 10 percent. Both the RFC disaster loan program and ours 
had less than 10 percent loss experience. The SBA disaster program 
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has not been conducted over a long enough period of time so that 
there can be a very accurate comparison of it with the RFC record 
yet, but I think that losses of less than 10 percent is a good figure 
for this type of loan, where the borrower has had a serious loss, has 
been completely wiped out of business, or has completely lost his 
home, and where the loan is made more on the basis of rehabilitating 
the borrower than on the actual credit aspects of the loan. 

Mr. Brown. What becomes of the fellow who has lost everything 
and doesn’t have security to give? 

Mr. Barnes. Well, we have frequently made that type of loan, and 
there is not any particular problem, if he has inventory or fixtures 
that he is to acquire with the loan. We will take his personal en- 
dorsement and a security on the assets that are acquired with the 
loan. The more troublesome situation occurs when there has been 
a loss and he is already heavily in debt. He has mortgage indebted- 
ness on his business, or his home, as the case might be, and has not 
had a past record of successful earnings to indicate that he would be 
able to repay both his old indebtedness and the money he seeks to 
borrow at the present time. If there is a complete lack of indication 
that he can repay, then, of course, there is no alternative but to 
decline the loan. However, in most casts were there is merit we are 
able to work with the Red Cross. We have our procedures estab- 
lished, our manuals prepared, and our people instructed so that our 
programs mesh very closely with the work of the Red Cross people 
in the field. They, of course, interview almost everyone that has 
had a loss of business, or home, and very frequently the Red Cross 
makes referrals to us or we will make referrals to the Red Cross of 
individuals that we believe, between the two of us, the two different 
programs, assistance can be provided. 

They will in some instances pay off a prior mortgage or advance 
funds to enable them to consolidate their debts and reduce them to 
an amount which together with the loan we can make them, will 
permit the borrower to be able to get back in business or to rebuild 
his home. 

Mr. Brown. What arrangements do you make with the fellow 
who doesn’t have security? 

Mr. Barnes. Well, I don’t believe—we don’t keep the records that 
way, sir. It is a rare case in which there is no security at all. 

Mr. Brown. The reason I asked that is, I am wondering if we au- 
thorized enough money for it. There is no security at all in some large 
losses. 

Mr. Barnes. We have never made any loans where there is no 
security. There is always security in the form of a real estate mort- 
gage or chattel mortgage, which, together with other types of per- 
sonal endorsements and guaranties are able to provide, roughly, 
security to cover the lian. 

Mr. Brown. Suppose a fellow had some damage that amounted to 
$20,000. How much of that loan would you make? 

Mr. Barnes. It is difficult to answer a question that way, sir. I 
mean, if it was a building that was destroyed in which there was in- 
inventory fixtures, if he is to rebuild and replace his inventory and 
fixtures, there obviously is real estate on which you can get a real 
estate mortgage, then if his cost of his building is $15,000, obviously 
vou have your security when the building is reconstructed, and the 
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remainder would be fixtures and inventory that are added as he gets 
back into business, so that there usually isn’t a complete loss in which 
you have nothing to use as security. It is a rare case that there is 
nothing at all. I do have the average size of our loans—the average 
size of our business disaster loans was $14,574. The average size of 
our home disaster loans was $4,449. 

Mr. Brown. You haven’t made many loans to the homeowners, 
have you? 

Mr. Barnes. In the New England disaster, my recollection is there 
were something over a hundred. Of the total loans that we have made, 
total disaster loans, we have made, to reconstruct homes, 1,005; to 
reconstruct business, 2,294; total number of disaster loans of 3,299. 

Mr. Brown. Are you familiar with the Dodd bill? 

Mr. Barnes. Yes, sir; in a general way. 

Mr. Brown. What type security would you require under that bill? 

Mr. Barnes. My recollection is that the bill requires a type of 
premium, and the persons who were covered by the premiums they 
had paid would then become eligible for SBA loans; is that not right? 
What are the requirements for security? I don’t recall those in the 
bill. 

The CLerx. None. 

Mr. Barnegs. I would assume there would also be in connection with 
a loan program a requirement that the loan be secured to the extent 
possible, and it would mean that there would be about the same type 
of security that there is required at present under the law, except 
that if there was a complete lack of collateral, and Congress instructed 
us to make loans to the persons that had paid their premiums, | 
suppose that we would do so under the terms of that bill. We would 
probably make some of the loans, a few, that we do not make now, 
but really it is not lack of security that causes us to decline a disaster 
loan. It is lack of ability to repay the loan from the evidence of 
their previous activities. 

Mr. Brown. You are authorized by law to make loans now where 
there is no security; are you not? 

Mr. Barnzs. No, sir. We construe the present law to require 
security for each loan. 

Mr. Brown. Mr. Wolcott. 

Mr. Wo.corr. No questions. 

Mr. Brown. Mrs. Griffiths? 

Mrs. Grirritus. No questions. 

Mr. Brown. Mr. Widnall? 

Mr. Wipna.u. No questions. 

Mr. Brown. Mr. Betts. 

Mr. Betts. I have no questions. 

Mr. Brown. Mr. Mumma? 

Mr. Mumma. Mr. Barnes, a statement you made I was quite 
interested in is the fact that the banks of California—I imagine that 
is what you are talking about——— 

Mr. Barnes. Yes, sir. 

Mr. Mumma. Are making loans at 3 percent. 

Mr. Barnzs. Yes, sir. 

Mr. Mumma. Is there any “gimmick’’ to that at all? Is that the 
AAA rating or something like that, or would an ordinary fcllow have 
a chance to get that? 
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Mr. Barnes. I think that they have taken ads in their paper saying 
that they will participate with the Small Business Administration in 
3-percent loans to victims of the disaster, to reconstruct or rebuild 
their homes or their businesses. Right in the same ad they said 
“You need not be a customer to apply.” I believe it is a public- 
spirited move on the part of the banks to try to help a whole area 
get back on its feet, and I think that the banks will find it easier to 
make loans to their customers because they have their previous credit 
backgrounds, and can do it very quickly. 

Mr. Mumma. They could do it through customers, but they adver- 
tise you don’t need to be a customer? 

Mr. Barnezs. That is right. I think in many instances they will 
find it easier to make loans to people whom they know locally. I 
think that some of the real doubtful cases they will pass on to us to 
consider as direct loans. 

Mr. Mumma. My point in bringing it out, it has been mentioned 
here time after time that the ordinary fellow would be driven to pay 
this small loan interest, which I remember a lot about, but I think 
it is around 9 percent; is that correct? 

It is encouraging and enlightening to know that the banks are 
trying to help. 

Could I ask another question on that? 

Mr. Barnes. This rate is 3 percent per annum. It is not a com- 
pounding rate such as you have heard of. 

Mr. Mumma. Straight interest? 

Mr. Barnes. Yes, sir. Perhaps I failed to say, and I think Mr. 
Brown might be interested in this, in all of these direct loans, in New 
England and in California, too, that are passed through our offices 
where we set up temporary offices to act in an area, we appoint an 
advisory committee, composed of local citizens. We frequently put 
the mayor and 2 or 3 prominent businessmen, as well as bankers or 
creditmen on those local committees. Our people assist the victims 
of the disaster in filling out the applications and collecting the credit 
information. We even, if necessary, borrow bankers from other 
communities to come in to help them list their assets and liabilities, 
information anyone has to have in connection with a loan. After 
having put together the information in this very brief form, we ask 
their local committee to give us their recommendation about the loan, 
whether or not they recommend that it be made or not. That is 
the best type of information you can get. They are people that 
know the individual from many different aspects, and it is an unusual 
ease when we do not follow the recommendation of that local 
committee. 

I can only think of 2 or 3 instances that we do not actually follow 
the recommendations of the local committee, and our files are full of 
letters from the mayors of these towns that have been stricken, and 
from businessmen that have served on these disaster committees for 
months, sometimes, passing on the problems of their neighbors that 
had losses and expressing a great deal of commendation for the way 
the work is performed, and for the assistance it brought to them. 

Mr. Mumma. There is a lot of hometown spirit there, isn’t there? 

Mr. Barnes. Yes, sir. 

Mr. Mumma. Would you say that this working together has been 
done by the small banks or not? 
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Mr. Barnes. The Bank of America is the largest bank in the world, 
and it took quarter-page ads in all northern California in which it 
specifically stated ‘“The Bank of America will participate in these 
loans.”’ 

Mr. Mumma. It is definitely shown that even a big bank like that 
has a heart? 

Mr. Barngs. Yes, sir. 

Mr. Mumma. There has been testimony here in the past year or two 
that the Nation was in difficulty by reason of these big banks. 

Mr. Barngs. It isn’t only limited to California. 

Mr. Mumoa. I am just talking about California. 

Mr. Barnes. That is the first area where the banks as a group have 
agreed to participate in these loans, and there the announcement was 
made by the Bankers Association of California and the banks actually 
took ads in the papers. In the New England area, of these 1,900 
loans that I mentioned a few moments ago, over a hundred of those 
were ones in which the banks participated up there. They helped 
their customers there, but they did it on an individual basis. They 
were more selective as to the loans in which they participated. In 
California they made no such restrictions. 

Mr. Mumma. You mentioned the fact the business loans in Cali- 
fornia you made for 20 years. I would say you are all right. The 
income-tax people would go along with that, but don’t you think 20 
years is quite a long time for equipment, considering obsolescence? 

Mr. Barnss. Well, I do, and I so testified when the bills were 
being heard. 

Mr. Mumma. He would have it charged off before you get your 
money. You at least ought to be in equal terms. 

Mr. Barnes. Each loan, of course, is discussed individually with 
the borrower, and if part of the loan proceeds are to be used for fixtures 
or working capital, it is pointed out to the borrower that usually the 
borrowers wish to repay those obligations in a lesser time than in the 
case of fixed assets such as buildings, or real estate, and in most in- 
stances they indicate a willingness to set the loan up on a period of 
less than the maximum. 

Mr. Mumma. He can pay them off in advance? 

Mr. Barness. Yes, sir. He can pay them off in advance. 

Mr. Mumma. To get on the private home business, have a lot of 
those cases been where the houses have encroached on the normal levels 
of water? Is that in the right English? 

Mr. Barnes. There is a great variety of cases, in some instances in 
New England—— 

Mr. Mumma. I am talking about California. It has been estab- 
lished on the east coast, 1 know. I know about that, but I don’t know 
about California. 

Mr. Barnes. I didn’t see all of the damaged area. I can only 
discuss the area that I saw. The places that I saw, one city was 
built below the highway level, and it was a very small creek that went 
out of its banks, ordinarily nothing more than 3 or 4 feet across, 
but it became quite a raging torrent. In some of the area nearer 
San Francisco, it is merely that the land is very flat and the drainage 
is not fast enough so that when the ground became fully filled with 
water there was no way for it to absorb any more, and it just filled 
up in the ditches and in all the low places, and finally right up into 
yards and homes and businesses. 
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Mr. Mumma. That alluvial land would drain slower than soil, of 
course? 

Mr. Barnes. Yes, sir. Inland toward the mountains, the situation 
I think is a little different. The rivers went out of their banks and 
there were quick floods, and there were still threats of floods from 
snow. 

Mr. Mumma. The California situation was flash floods, wasn’t it, 
mostly? 

Mr. Barnes It was at first, but the water has remained up in 
many places A hundred miles north of San Francisco, up near 
Sacramento, the rivers were out of their banks and they expected 
them to remain out for another month. 

Mr. Mumma. That was testified to as being the result of a warm 
spell that melted more of the snow up in the moutains than normally. 
I can see that point. 

The east coast was mostly wind, originally. 

Mr. Barnes. It was a terrific rainstorm that was triggered by the 
hurricane winds. There were in some places as much as 12 or 15 
inches of rain overnight in New England. 

Mr. Mumma. Middle Pennsylvania didn’t have the rain, but 
from the testimony given here it could be concluded that a lot of these 
buildings were awfully close to the water. Maybe the fellow didn’t 
want to go too far to get in his boat. Is that a correct deduction? 

Mr. Barnes. I don’t think it is as typical in the West as it is in 
New England. 

Mr. Mumma. I am in the East again now. 

Mr. Barnes. All right. In the East—and I saw all the areas in 
the East, it was pretty clear that as the country developed, probably 
the first building was a mill, which was right down in the river bottom, 
and then as the people settled the country they settled near the mill 
and some of the town built up around the banks of the river, and 
usually there was a creek coming in. Later, when water power was 
abandoned, and electricity was used, the mill building was still left 
in the river bottom. Then as it was converted to other purposes, the 
building was added to and changed to a factory; it still remained down 
in the bottom of the river. 

Mr. Mumma. That is the testimony we have had. 

Thank you. That is all. 

Mr. Brown. Mr. O’Hara. 

Mr. O’Hara. I am interested in the capitulation here by States. 
I notice that my State of Illinois has received no disaster loans, but 
applications are pending in the amount of $95,000. 

I see in a aiken of other States where loans have been made, 
and in some States there are no pending applications. Do you 
wish to comment on that? 

Mr. Barnes. The Illinois loans are not from floods but from 
drought and the applications have been filed just in the past month 
orso. I don’t have any knowledge of the particular applications, but 
they are not flood loans. They are drought loans. 

Mr. O’Hara. How long have the applications been on file? 

Mr. Barnes. I do not have the loans identified, sir. I can furnish 
you that information. 

Mr. O’Hara. I would appreciate receiving it. It is possible and 
probable that these may be very recent applications. If they have 
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been on file for some time, and haven’t been acted upon, and there are 
no loans granted to Illinois, I should like that information. 

Mr. Barnes. All right, sir. 

Mr. O’Hara. I am interested in another phase. I can see no 
difference in the effect of a flood caused by inadequate drainage, and a 
flood caused by a river overflowing its banks. I have read with 
interest of the plight of small-home owners in California. 

Now, we have had the same thing in Chicago. I think it happened 
last year, and it happened the year before. We would have heavy 
rains. The drainge was inadequate. As a result these newly con- 
structed homes were not washed away but they were very much put 
in disrepair. It required a great deal of money to get them back into 
livable condition. 

I would imagine that any insurance we might provide should cover 
homes that were damaged, not only by a river that overflows its 
banks, or by a tidal wave, but by that which has the same effect, the 
overflowing of the draimage. Will you agree with me in that? 

Mr. Barnes. I will agree with you, and would add to that, that 
there are several types of collateral injury in connection with floods 
that it would be my hope that would be covered by the bill For 
instance, we see in many instances that after heavy rainfall over an 
extended period of time the land in certain areas will turn into mud 
and there will be a mud slide which can be just as damaging as a 
flood. 

My understanding of the Wolcott bill recommended by the Ad- 
ministration is, however, that it gives the administrator the right to 
define these collateral damages that may be included under the general 
definition of flood, and I feel certain that anyone administering the 
law would so define flood to include the situation you describe as well 
as mud slides and other things that cause actual damage. 

Mr. O’Hara. So that one coming, as myself, from districts, where 
we do suffer from these flood conditions, but not coming from the over- 
flowing of rivers, would feel justified in voting for this measure? 

Mr. Barnes. Yes, sir. 

Mr. O’Hara. Thank you. 

Mr. Brown. Mr. Nicholson? 

Mr. Nicuouson. No questions. 

Mr. Brown. Mr. Windnall. 

Mr. Wipnatu. Mr. Barnes, I would just like to comment on the 
previous question by Mr. O’Hara. 

Having had some experience with marginal land areas and flooding 
conditions there through the Rains committee investigation, I think 
that in many times through inadequate site planning, and through the 
use of essentially swamplands improperly filled, conditions have been 
created that cannot help but be improper drainage for the future. 
There must be a tightening up in the municipality, there must be a 
tightening up of Government agencies that insures loans so as to see 
that homes are not built in those areas. 

I think that a great deal of that has been done as a result of the 
previous Rains investigation. I know that is true of Bergen County 
where I live, but I don’t believe that just because a person gets 
flooded they should be covered all the time. 

May I just say this for the record: I live in a home that I purchased 
back in 1944 that is beside a stream. When I purchased it I knew 
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that the back was on low ground. Every spring it gets flooded. 
Sometimes it comes into my cellar. I don’t expect anybody to pay 
for the damage that is done. I bought it, though. I knew what the 
conditions were, and I got it cheaper because it was there. I don’t 
expect the United States Government, or the State or county govern- 
ments should finance me because I willfully chose something, because 
it had an attractiveness, being on the stream. We have got to work 
out something that takes into consideration those factors, as well as 
in the covering of major catastrophies where everything is taken away 
from a person. 

Mr. Brown. Are you through? 

Mr. Wrpnat.. Yes, sir. 

Mr. Berts. Mr. Chairman. 

Mr. Brown. Mr. Betts. 

Mr. Berts. I happened to think of one question, Mr. Barnes. The 
answer may be so obvious that I might have missed it. All of you 
witnesses have used the words “cyclone,” “tornado,” “hurricane.” 

Mr. Hale told us there was some difference between these types of 
disasters. I may have missed the point. 

Is there any difference, so far as insurance is concerned? We have 
heard about tornado insurance, I think and cyclone insurance. 

Mr. Barnzs. The difference that comes readily to mind is that 
certain properties are more exposed to hurricane damage than are prop- 
erties to cyclone damage. 

Mr. Brerts. Would they be insured? 

Mr. Barnes. It would be an area of greater risk. 

Mr. Berrs. Is there hurricane insurance? 

Mr. Barnes. Not for water damage. 

There are certain exceptions in policies—wind-driven water, which 
we came across in particularly the Carolinas. There are some types 
of insurance now in existence covering flood exposures. We identified 
those at one time, and I will read them into the record, if that is what 
your question pertains to. 

Mr. Berts. The thing that interested me was, Mr. Bonner was on 
the witness stand Friday, he said insurance can be secured against 
damage by tornado. I asked him what about hurricane? He said 
he could buy it. There is some difference between the two or he 
wouldn’t use it. My question is whether one can be insured against 
damage by tornado, cyclone, and hurricane? Are there any areas in 
there that private enterprise can cover? If so, we should not cover 
it in the bill. If there are areas where private enterprise cannot 
touch, then I would like to know. 

Mr. Barnes. Cyclone and tornado insurance are available. There 
is no insurance available for hurricane which covers what they call 
wind-driven water. Insurance is available for hurricanes for the wind 
damage, but not where it is water damage, and that is based on certain 
legal decisions with reference to clauses in existing policies. 

There are the following kinds of insurance. I will read it gener- 
ally 

Mr. O’Hara. Could I interrupt for a moment? 

Mr. Barnes. Yes, sir. 

Mr. O’Hara. What is the difference between hurricane and tornado? 
Is there a technical difference? 
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Mr. Barnes. There is, and I am not sure I can give you the defini- 
tion. My impression is that the’ hurricane originates over water, and 
the tornado and cyclone originate over land, or at least are land 
phenomena. 

Mr. O’Hara. You would say that the difference, then, is based 
upon the source of the formation? 

Mr. Barngs. Yes, sir. 

Mr. O’Hara. Thank you. 

Mr. Brown. Are you through, Mr. Betts? 

Mr. Berts. I think Iam through. I just felt that the record should 
be clear. We have had a lot of talk about the three different types 
of disaster. I feel, if we are going into this subject of disaster we 
ought to know which is insured. I think you have answered the 
question. 

(The following information was submitted by Mr. Barnes in answer 
to questioning above by Mr. Betts:) 


HYDROLOGIC AND CLIMATOLOGICAL INFORMATION 


Cyclone: A circular or nearly circular area of low atmospheric pressure around 
which winds blow counterclockwise in Northern Hemisphere and clockwise in the 
Southern Hemisphere. Any wind exceeding 75 miles per hour. 

Hurricane: Tropical cyclone, found especially in the West Indies area, and 
often referred to as a West Indies hurricane. These storms occur around the 
globe and are known as typhoons in the Pacific area. 

Tornado: Rotary storm of the most violent type, and is of small diameter. 
This storm travels cross country, leaving devastation in a narrow path. It is 
also known as a baby cyclone and twister. 

Cyclone: 1. a. A wind blowing circularly, especially in astorm. 6. Popularly, 
atornado. (See Tornado, 2 b.) 

2. A violent rotary storm in the solar photosphere. 

3. [cap.] A trade-mark for an apparatus serving as a separator, a kind of 
centrifuge for separating dust from gas. Also, a trade-mark for a device to sepa- 
rate pulp and juice from the skins and seeds of tomatoes. Hence [often not cap.] 
a centrifuge or device bearing this trade-mark. 

1. Meteorol. A storm or system of winds, often violent in the tropics and 
moderate elsewhere, with abundant precipitation and usually a diameter of 50 
to 900 miles. It moves with a velocity of 20 to 30 miles an hour and is charac- 
terized by winds rotating, often at the rate of 96 to 136 miles an hour, clockwise in 
the Southern Hemisphere, counterclockwise in the Northern, about a calm center 
of low atmospheric pressure. Called also hurricane in the West Indies and 
typhoon or baguio in the Philippine Islands and the China Sea. The extratropical 
cyclone is a low-pressure storm of the middle latitudes, frequently 1,500 miles in 
diameter, advancing at the rate of 20 to 30 miles an hour, the wind circulating 
spirally inward at a velocity of 9 to 15 miles an hour, clockwise in the Southern 
Hemisphere, counterclockwise in the Northern, about a center of low barometric 
pressure, yet in general not attaining the center, owing to the forward movement 
of the eyelone. Usually the storm is accompanied by extensive clouds and pre- 
cipitation. It commonly contains a wind-shift line that extends equatorward for 
hundreds of miles from the center of low pressure and divides the warmer humid 
winds of the forward portion from the cooler dry winds of the rear. The term 
cyclone should not be applied to the tornado, waterspout, or twister. 

Hurricane: 1. A cyclone of large extent usually accompanied by rain, thunder, 
and lightning, especially prevalent in the tropics, nearly 70 percent of them 
occurring in the West Indies and the China Sea, from August to October. (See 
Cyclone.) It is the highest term in scales of wind force, but does not imply so 
great a velocity as tornadic winds, rarely exceeding 100 miles an hour. 

Tornado: 1. Obsolete. a. A tropical thunderstorm. 6. The season of such 
storms. 

2. Hence, under the influence of the supposed derivation from L. tornare, to 
turn: Meteorol. a. A squall off the west coast of Africa in which a violent wind 
revolves beneath a broad arch of threatening clouds, analagous to the gust that 
precedes any severe thunderstorm. 6. A whirling wind accompanied by a funnel- 
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shaped cloud, very violent and destructive and progressing in a narrow path 
often for many miles over the land. It occurs in many parts of the world, but 
most frequentlv in the central Mississippi Vallev. The wind is too violent to be 
measured, and the barometric pressure falls so rapidly (thouzh rarely more than 
one-tenth of its normal value) that wooden structures are often lifted and burst 
open by the air confined within them. 

3. Any violent or destructive windstorm; a whirlwind. 

4. Something suggestive of a tornado’s violence or sweeping force. 

Mr. Barnes. The one thing I haven’t answered is what types of 
insurance are available for flooding, either normal floods or flooding 
from hurricanes, and if I may read this paregraph in the record I 
think it will be of assistance to the committee. 

It would be misleading to say that insurance companies are presently free of 
exposure to loss from flood. To the contrary, there are potential flood losses 
under various forms of existing insurance coverage. For example, practically all 
motor vehi-‘les are insured under a comprehensi ‘e coverage, Which includes damage 
resulting from flood. Then, too, the so-called inland marine insurance policies, 
insuring merchandise in transit or in consignment, usually include flood cover- 
age. This is equally true of certain types of so-called all-risk policies, which 
insures bridges, tunnels, contractors’ equipment, jewelry, furnishings, certain 
personal property, ete. Marine insurance policies insuring yachts, tugs, and 
equipment, cargo, merchandise in transit or in storage, piers, and warehouses, 
insures against loss or damages resulting from flood tides or high water. It is to 
be noted, however, that with the limited exception of policies covering bridges, 
tunnels, and limited fixed property of this kind, virtually all of these present 
forms of insurance, which include flood coverage, have one thing in common, 
i. e., they cover property mobile in character and which presumably has a chance 
of being moved out of danger when a flood threatens. 

Mr. Berrs. Could I summarize, then, as I understand it? 

Mr. Barnes. Yes, sir. 

Mr. Brrrs. Privace insurance carriers will insure against loss by 
tornado, they will instre against loss by cyclone, they will insure 
against loss by hurricane, if it is the result of the wind only, but if the 
hurricane causes water and flood damage that is not insurable by 
private carriers; is that right? 

Mr. Barnes. Except as enumerated. 

There is another type which I should mention, and that is that 
there are certain types of fire policies which cover conflagrations 
which accompany a flood. 

Mr. Brown. Mr. Barnes, I think you have done a good job in the 
Carolinas and New England States, as well as the west coast. We 
have a number of bills introduced relating to insurance on account of 
flood damage. Do you care to comment on those bills? 

Mr. Barnes. I can only make this general comment, and that is 
that I don’t believe that a loan program is a substitute for an insurance 
program, since the loans always have to be repaid, and it is certainly 
true that extensive losses have been suffered. ‘The problem of devising 
a proper type of insurance plan is a complex one. It is one that has 
as you know caused difficulties to the private companies, the reason 
being, of course, the problem of determining premiums that would 
cover the losses and still be within the ability of persons to pay. 

The administration bill is one in which a start can be made to 
develop facts and the type of coverage sharing some of the responsi- 
bilities with the States, and that is the kind which I would favor as a 
start on this type of program. 

Mr. Brown. The premium rate would be different in one section 
of the country as compared to another. The rates would not be the 
same all over the country? 
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Mr. Barngs. I think they would be the same for the different types 
of risk in the various parts of the country. It is my understanding 
that from information that is now available from the United States 
Engineers, and the Weather Bureau, and the various records that are 
kept, that the risk in particular areas can be analyzed and then rates 
fixed on the various risks. That would mean that in areas likely to 
flood in any part of the country the premium rate would likely be 
higher, but it wouldn’t be determined by the geographical area in the 
country, but by the amount of exposure to risk. 

Mr. Brown. The chairman of this committee says that they have 
an average of 1 flood in every 2 years from the Ohio River. I believe 
that would be quite high, would it not? 

Mr. Barness. Yes, sir; but I wonder if that is a problem as great 
as it may seem at first, because it would mean that an area that was 
exposed to flooding every other year would bear such a high rate that 
very likely the improvements that would be covered by the insurance 
would be transferred to more safe ground and would be placed in 
better places. I don’t think that it would be the intent of Congress 
to give complete assurance that citizens could build right on the edge 
of a river where it was flooded every year with perfect assurance that 
their loss could be compensated with only a minimum payment of 
premiums. It would seem to me that you have got to always in an 
insurance plan keep in mind the degree of exposure and fix your rates 
commensurate with the amount of risk. 

Mr. Brown. Do you think, then, we ought to pass some kind of 
Federal Government insurance to cover the floods? 

Mr. Barnss. Yes, sir. 

Mr. Brown. Mr. Patman. 

Mr. Patman. Mr. Barnes, you state you have declared about 45 
areas disaster areas in 20 different States. Is there a limit on the 
amount that you can expend in the form of a loan in a disaster area? 
Is it restricted to the $250,000? 

Mr. Barnes. No, sir. 

Mr. Parman. How much is the most that you have loaned in a 
disaster area on one application? 

Mr. Barnes. I can recall of several of $300,000 and $400,000. 

Mr. Parman. Anyway, it is around a half million? 

Mr. Barnss. Yes, sir. 

Mr. Parman. I wasn’t asking about a particular loan. I wondered 
how far you are going. 

Mr. Barnes. We have approved 8 over $250,000. 

Mr. Parman. Now, would you be authorized to do the same thing 
in labor-surplus areas? 

Mr. Barnes. No, sir; unless it was a labor-surplus area in which 
there was a disaster. 

Mr. Parman. Then it would be based upon a disaster and not upon 
the labor-surplus area? 

Mr. Barngs. Yes, sir; unless it was a pool loan that originated in 

the disaster area. 
_ Mr. Parman. Do you require them, since this is a very low rate of 
interest, 3 percent, do you make any requirement of them to try to 
get their loans elsewhere before giving them approval of disaster 
loan applications? 
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Mr. Barnes. We go into each situation individually. If it is 
apparent that they have the desired funds from their own resources, 
we point out that this does carry an interest rate. We ask them if 
they can obtain it from a bank, and what the situation is, but we have 
only had one case where the borrower was able to obtain his loan 
from a bank and did so, paving a higher rate of interest than our 
3 percent rate. If he wants the disaster loan at the 3-percent rate 
we will make it, even though he could obtain loan funds elsewhere at 
a higher rate. 

Before you came in, sir, I just said that in the California area the 
banks are participating at the 3-percent rate, and there the question 
doesn’t arise. We made about 100 loans in the New England area, 
and these were all at 3 percent—bank participation loans—with the 
exception of 3 or 4, and in those cases where the rate was fixed on 
the bank portion at a little more than 3 percent, maybe 4 or 4%, the 
borrower had a large outstanding loan to the bank at the time of the 
disaster, carrying a 6-percent rate, and we were able to persuade the 
bank to extend the term and to reduce its interest rate, so that the 
borrower benefited and then we gave him our share of the loan at the 
3-percent rate. 

Mr. Parman. I assume it would not be your policy to bail out a 
borrower who owed the insurance company or bank on a mortgage 
that had been negotiated years before? 

Mr. Barnes. We try, if possible, in those cases to get the bank or 
insurance company to participate in the loan and reset it, extend the 
term and set it at a lower rate, pointing out that if we make the loan 
their security will be improved. 

Mr. Parman. Do you make loans to corporations, too? 

Mr. Barnes. Yes, sir. 

Mr. PatmMan. As well as individuals? 

Mr. Barngs. Yes, sir. 

Mr. Parman. What does the law say on that? Is the law plain, 
that you make them to corporations? 

Mr. Barnes. Yes, sir. It does not restrict 1t as to the type of 
organization. We can make it 

Mr. Parman. What is the phrase used? Does it say “to a person, 
firm or corporation’’? 

Mr. Barnes. I believe it does; yes, sir; persons, firms, or corpora- 
tions, or defined as small businesses. Actually, it uses the term 
“victim,” and “small-business concern.” 

Mr. Patman. Small-business concern. 

These that vou made loans above $250,000 were some small-business 
concerns, | suppose? 

Mr. Barnes. Yes, sir; but we are not restricted in the making of 
disaster loans to small businesses. We have had a legal interpretation 
on this point. 

Mr. Parman. I understand that. 

How much in loans have you approved in the distressed areas so 
far, Mr. Barnes, the latest report you have? 

Mr. Barnes. You mean the New England area? 

Mr. Parman. All of them. 

Mr. Barnes. We have approved, through December 31, 1955— 
these are all disaster loans. 

Mr. Parman. Yes, sir. 
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Mr. Barnes. Direct loans. 

Mr. Parman. I am talking about direct disaster loans. 

Mr. Barnes. $33,024,000 in direct disaster loans. 

Mr. Patrman. How many applications does that amount include? 

Mr. Barnes. 3,196 applications. 

Mr. Patman. How much has actually been paid out of your fund 
and deducted from your funds? 

Mr. Barnes. $21,299,000, a total of 77.1 percent of the amount 
approved has been disbursed. 

Mr. Parman. What is the average period, just from guess or esti- 
mation, from the time the application is made until the disbursement 
is made? 

Mr. Barnus. My guess would be from 3 weeks to 3 months, depend- 
ing on the amount of construction. 

Mr. Patman. From 30 days to 90 days? 

Mr. Barnszs. Yes, sir. 

Mr. PatrmMan. As contrasted with the direct loans to small business 
concerns of about 146 days? I believe that averages about 5 months. 

Mr. Barnes. Yes. The reason for that is that in disasters usually 
the people spend some of their own money cleaning up right away, 
and as soon as the loan is approved we are willing to advance them 
the money that they have spent themselves for cleaning up, restoring 
their property. 

In construction, of course, they don’t draw the money down until 
they have finished the construction, or they indicate they want it in 
progress payments as the construction proceeds. 

Mr. Parman. The prime contract provision in the Small Business 
Administration law could be used in disaster areas; couldn’t it? You 
could take a prime contract from the Defense Department, for 
instance, and divide it up among small businesses in a distressed area 
or disaster area, and help them out; couldn’t you? 

Mr. Barnss. It would be possible to do it; yes, sir. 

Mr. Parman. Under the law you have that power? 

Mr. Barngs. Yes, sir. 

Mr. Parman. You also have the power to take prime contracts 
to be allocated anywhere in the United States, regardless of whether 
it is in a disaster area or not? 

Mr. Barnzgs. Yes, sir. 

Mr. Parman. Have you ever taken one prime contract, Mr. 
Barnes? 

Mr. Barnss. No, sir. 

Mr. Parman. Have you ever tried to get a prime contract? 

Mr. Barngs. There was one situatio1 in which I thought a prime 
contract should be taken, but after consultation with the Defense 
Department it was possible to work it out with us making a loan 
instead of taking the prime contract. 

Mr. Parman. The Congress gave authorization of a hundred million 
dollars just for that one purpose; didn’t it—prime contracts? 

Mr. Barngs. Yes, sir. 

Mr. Parman. Have you ever asked for any appropriation for any 
part of that money? 

Mr. Barnes. Out of the present funds that are appropriated we 


could use some of those funds for prime contract purposes, and 
then—— 
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Mr. Parman. Just so long as it didn’t exceed a hundred million 
dollars? 

Mr. Barngs. That is right. 

Mr. Parman. Have you ever asked any specifically for that purpose? 

Mr. Barnss. No, sir. 

Mr. Parman. You have not. Well, Mr. Barnes, I think you ought 
to do that. 

We have lots of surplus labor areas in the United States—about 129, 
I believe, according to the last report—and I think you ought to ask 
immediately for an appropriation for prime contract purposes—for the 
purpose of taking prime contracts and letting small concerns in these 
surplus labor areas have these contracts after being divided up, of 
course, to relieve the surplus labor problem. 

The reason I ask you to do that, and to consider doing it is because 
the administration has made lots of statements about how they are 
going to relieve the situation in the existing areas of labor surplus, and 
prevent any more of these areas from coming into existence, and since 
the administration is so outspoken and has been so definite and posi- 
tive in promises, don’t you think that you could help carry out those 
promises a little bit in that direction by the use of prime contracts? 

Mr. Barnes. Mr. Patman, we have been helping. We have 
made—I think over 300 of our loans to firms in labor-distressed areas. 
We have set up groups of individuals from our agency which have gone 
to inspect a dozen or maybe 15 labor-distressed areas, and had meet- 
ings and gotten all the manufacturers together and told them about 
Government procurement activities, what we could do. 

There is no advantage for the Small Business Administration to get 
a prime contract and putting it in as small business in a labor-distressed 
area if the same small business can get the contract itself. If we take 
a prime contract that means we have to administer the contract. 

Mr. Parman. I understand that, Mr. Barnes. I understand the 
problem. Of course, I agree with you that where you get the con- 
tract it is not necessary to take the prime contract. 

Mr. Barnes. The difficulty in my mind, Mr. Patman, about it is 
this: I know the administration has developed a program which they 
have advanced in this session of Congress to assist in the labor-dis- 
tressed areas, but if I take a prime contract the odds are about 2 to 1 
that I will be taking it away from some other small business. We 
have to bid on the prime contract. 

Mr. Parman. Wait, on that point. I think there is very little 
chance that you would take it away from a small business because 
prime contracts are big and little concerns don’t handle them. I am 
talking about taking a big contract and dividing it up among small 
concerns. 

Mr. Barnes. What I meant was this, sir: 1 am sure that you didn’t 
think we would take a contract for tanks or something like that. But 
it has got to be the type of work that small concerns can do—maybe 
electronics, or wood items, things of that nature. 

Mr. Parman. That is right, those two in particular right there. 

Mr. Barnes. Most of those, if they are the type that we can go in 
and bid on—we have to negotiate with the Defense Department and 
bid less on the contract than they can get from other bidders in order 
to get them. We don’t have absolute authority to take prime con- 
tracts under our law. 
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Mr. Parman. That is another thing that I cannot understand. 

In view of the experience that we have had in the past, it occurs to 
me that it should have been written in there that you had the power to 
do it. You will recall possibly that back when the Small War Plants 
Corporation was organized it was really under the War Production 
Board, in a way, and the directors were, [ think, seven in number, and 
they couldn’t get an audience with the Administrator of the War 
Production Board because they had no power at all. They couldn't 
do anything. Around here, as you know, if a fellow doesn’t have the 
power to help or harm, nobody pays much attention to him. We gave 
the Small War Plants Corporation the power to take a prime con- 
tract—to just go in there and find something they could do and just 
take it. After that the ‘y didn’t have to take many prime contracts, 
but the fact they had the power to do it gave them a bargaining posi- 
tion, and they were respected and they got a lot of things done for 
small business that they would not have gotten done otherwise. 

Therefore, in view of that experience I am disappointed that the 
Small Business Act does not provide the same thing for your Admin- 
istration. 

Mr. Wipnatu. Will the gentleman yield? 

Mr. Parman. Yes, I yield. 

Mr. Wipnatu. It was my understanding that the Government 
had rather an unfortunate experience with prime contracts, especially 
through that Small Defense Plants Administration. 

Mr. Parman. It couldn’t have had many. 

Mr. Wipnatt. It ended up with greater cost to the Government 
because of failure to perform on the part of those who had the 
contracts. 

Mr. Barnes. That is true. I think there were 9 prime contracts 
taken, and—there were 7 prime contracts taken by SDPA and on all 
but 2 the Government suffered a loss. The reason for that is, it seems 
to me, pretty clear when you analyze what has to happen. When a 
prime contract is taken, the agency that administers the prime contract 
then must employ engineers, accountants, and supervise the full 
construction activities under the contract. That is in addition to the 
supervision by the procuring authority—the Defense Department, 
or the Navy, or Air Force, whoever is the contracting authority- 
so you have that double administration cost which is extra when you 
start. Then, in addition, in most cases the prime contracts were taken 
to assist a marginal operator, and as he computed his cost to bid on it, 
or negotiate on it, he failed to include enough of his costs, and in five, 
I think, or more, the Government had to actually finish the work, 
take over, impound the funds, pay off the people, and parcel it out. 
It was a very improvident method of procuring. 

I have felt that the presence of the authority to do it has enabled 
me to negotiate in several instances and get contracts put up for bid- 
ding by small concerns or set aside for small concerns, or divided, 
but as for getting a particular prime contract, giving it to a particular 
concern, the hazard is that you will put him into bankruptcy. He 
will not be able to perform at the cost under the contract and then 
he closes his doors. That happened with—out of the 7 concerns 
that were given prime contracts by the Small Defense Plants Admin- 
istration, I think that there was either 4 or 5 of them that actually 
went into bankruptcy when they got through. 
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Mr. Parman. I wish you would put their names in the record, 
Mr. Barnes. They are available, and remember this: I am not ad- 
vocating taking a prime contract and turning it over to one person, 
one corporation, or one small business. I am advocating taking it 
and dividing it up. I think the Small Business Administration is in 
just as good a position to hire engineers and accountants to look after 
certain definite, specific items as the big corporation that does it the 
same way. You know when they put a contract off somewhere they 
hire people locally to look after that. I think the Small Business 
Administration could do it just as well as the big business concern or 
the Government could do it. 

Mr. Mumma. Would you yield for a moment? 

Mr. ParmMan. Briefly. 

Mr. Mumma. It will be brief. 

I think there is no bigger amount of inches in the papers today than 
big, large firms that are advertising for men, engineers, accountants, 
and I think that is the reason it would be very dangerous ground to 
take some conglomeration of different small firms. They would 
never get the engineering ability to do it. 

Also, I do remember advertisements in your favorite paper, the 
Wall Street Journal, where the General Electric Co. were advertising 
the fact that they had distsibuted so many small contracts among 
small suppliers. As I remember, there were a good many in Texas, 
weren’t there? 

Mr. Parman. I am sure there were because we usually get out part. 

Mr. Mumma. I believe the big concerns who have the ability should 
have it. Why does the Government give du Pont and these firms 
the atomic energy contract—to get the overhead, engineering, and 
know-how. I think that applies to all those projects. ‘The know-how 
is not readily available. 

Mr. Parman. You have put your finger on a major problem, the 
shortage of engineers. In our automation hearings before the Joint 
Committee it was discovered and disclosed that this year in the 
United States of America—the 48 States and the District of Colum- 
bia—we will graduate 27,000 engineers. Russia will graduate 50,000 
engineers. This year in the United States of America we will graduate 
50,000 technicians. Russia will graduate 32 times that number, 
1,600,000 technicians. 

Mr. Nicnotson. Where do you get those figures? 

Mr. Parman. From witnesses before the Joint Committee on the 
Economic Report. They came originally from Mr. Dulles of the 
State Department. 

Mr. Nicuoutson. Where do you get all of this information about 
Russia? 

Mr. Patman. We had it before the committee. Dr. Bush testified 
about it, and Dr. Nourse, and several important witnesses who know 
the facts, and the committee was convinced, and I think everybody 
agrees, that there is a great shortage here, and, furthermore Russia 
has its people in the armed services. They go to school and become 
engineers and technicians. They pick a young man out and say 
““You are to become a mechanical engineer, you will become an elec- 
trical engineer, you will become a technician.” They use their armed 
services to train men to become engineers and technicians and scien- 
tists. 
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Mr. Kitspurn. What is the advantage in them running it? 

Mr. Parman. It is not the advantage of them running it so much, 
it is their power to take the prime contracts. They have the power 
to do it. They would tell the procurement officer, ‘If you don’t let 
this out in a certain area and relieve distress among certain concerns 
we will take that contract and do it ourselves.”” That was tremend- 
ous bargaining power. 

Mr. Kintspurn. Hasn’t that actually been happening? 

Mr. Parman. No. They don’t have that power now. They have 
got to negotiate with the procurement officers. They don’t have 
enough personnel to do it. They don’t have a person in every pro- 
curement office in the country. They cannot with the limited staff 
they have. 

Mr. Kitpurn. If they take it and it puts 4 or 5 of them in bank- 
ruptey, that doesn’t help very much. 

Mr. Parman. That is kind of a farfetched deal. There is another 
verse to it, I am sure. 

Mr. Barnes. May I say that each of those contracts were what 
they called tripartite agreements, in which the small concern already 
had the contract and was in some kind of trouble, and the Defense 
Department was about to take it away from him, so the SDPA came 
in and made the three-way contract. 

I think there is a certain type of contracting that can be done, but 
more likely in wartime, the making of pallets, making of items that 
a big concern mizht get the whole order, but so far we have been 
able to go in, whenever it was called to our attention, and ask the 
Defense Department to split the order, and they would do it, or if it 
is a situation where the borrower or the prime contract is in trouble, 
we have the loan authority which the SDPA did not have—they 
could make referrals to RFC, but couldn’t actually loan themselves, 
| am sure there have been a number of instances where we have made 
loans, where the SDBA would have had to take prime contracis. 

Mr. Brown. When you obtain a prime contract does it have to be 
a low bidder? 

Mr. Barngs. Yes, sir; unless it is a negotiated-type contract. If 
we take over a prime contract we must go to the Defense Department 
and nezotiate the contract and take it as the lowest bidder they have 
on a ne -otiated contract. 

Mr. ParMan. Suppose a member should bring to your attention a 
labor-surplus area where they need help. Would you send your 
people there and try to work something out? 

Mr. Barnes. Yes, sir; we have done that in 15 or 16 instances. 

Mr. Parman. ‘lhat is all, Mr. Chairman. 

Mr. Brown. Thank you very much, Mr. Barnes, for appearing 
this morning. 

We will adjourn now to convene at 10 o’clock tomorrow. 

(Whereupoa, at 11:55 a. m., the committee adjourned until Tues- 
day, February 7, 1956, at 10 a. m.) 
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TUESDAY, FEBRUARY 7, 1956 


Hovuse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovse Orrice ButiLpIna, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Paul Brown presiding. 

Present: Messrs. Brown, O’Hara, Vanik, Wolcott, Kilburn, 
McDonough, Betts, Mumma, and Nicholson. 

Mr. Brown. Mr. Clerk, call the first witness. 

The Cuierk. The first witness, Mr. Chairman, is Mr. Joseph L. 
Miller, representing the National Association of Cotton Manufac- 
turers. 

Mr. Brown. Come around, Mr. Miller. 

Have you a prepared statement? 

Mr. Miuuer. I do, sir. 

Mr. Brown. You may proceed any way you desire. 


STATEMENT OF JOSEPH L. MILLER, REPRESENTING THE NORTH- 
ERN TEXTILE ASSOCIATION AND THE QUINEBAUG-FRENCH 
RIVER MANUFACTURING ASSOCIATION 


Mr. Mituer. Thank you. 

My name is Joseph L. Miller. My address is 1025 Connecticut 
Avenue NW., Washington, D. C. I appear in behalf of (1) the 
Northern Textile Association, and (2) the Quinebaug-French River 
Manufacturers Association. The Northern Textile Association repre- 
sents New England textile mills—cotton, synthetic fiber, and woolen. 
The Quinebaug-French River Association represents the mills, fac- 
tories, and citizenry of these two river valleys in the upper Thames 
River Basin of Connecticut and Massachusetts. 

Mr. Chairman, | don’t particularly want to put this in the record, 
but I stopped by a gas station last night and picked up a map in 
which I have circled the Quinebaug-French River area that I am 
talking about. 

Mr. Brown. Do you want that in the record? 

Mr. Mituer. No. I thought you would like to see it, Mr. Chair- 
man. 

Only a few textile mills were seriously damaged by the storm and 
floods of last August 19 which played such havoe with industry along 
the Quinebaug and the French Rivers. The preponderant part. of 
the textile industry lies north and east of Diane’s worst damage. 
Previous hurricanes of the last two decades, however, have caused 
losses to textile mills running into the millions. Especially hard hit 
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had been those tidewater mills where salt water flooding has caused 
not only the usual damage associated with floods, but also irreparable 
injury to machinery. The New England textile industry, therefore, 
is as interested in flood insurance as are those areas worst hit last 
summer. 

Damage last August to public, private, and industrial property in 
the Quinebaug and French River valleys has been carefully estimated 
at $35 million. One plant alone, the American Optical Co. at South- 
bridge, Mass., suffered a loss of $3,100,000. 

We would like to be perfectly frank with you gentlemen in stating 
that we believe flood prevention is the best form of flood insurance. 
We understand that 4 long-deferred Quinebaug and French River 
flood-control projects, 3 of them still on the Army engineer’s drawing 
boards, would have prevented a minimum of 60 percent of the damage 
in those valleys last August. A bill to appropriate funds to proceed 
with three of these has been scheduled for House consideration this 
afternoon, and we hope you gentlemen will lend your voices to a sub- 
stantial approving majority. 

Mr. Brown. You say three of these have been scheduled for House 
consideration this afternoon? Where? Do you mean on the floor? 

Mr. Mitier. Yes; the emergency supplemental appropriations 
bill on the floor this afternoon. 

Mr. Brown. For debate? 

Mr. Miuuer. Yes, sir. 

Mr. Brown. All right. Go ahead. 

Mr. Mitier. Thank you, sir. 

In connection, also, I would like to point out that several of the 
tidewater textile mills, after the hurricane of 1954, did considerable 
private flood-prevention work, bricking up first-floor windows, building 
dikes, waterproof bulkheads, and the like. When they sought to 
write off the cost of this work as a current business expense, or at the 
least to apply rapid amortization to it, they found that it must be 
considered as a capital improvement, just like a new building, and 
written off over a period of 20 to 30 years, whereas the cost of insur- 
ance premiums, ordinary loss, could have been written off as a business 
expense. The hope that this Congress will give them a break for 
their private initiative, and make rapid amortization optional. 

The problem of flood insurance itself is so intermingled with that of 
flood prevention that I assume you will forgive these digressions. We 
favor Federal flood insurance. But we are not insurance experts. 
We must leave the details of the program to you. We know we can- 
not afford the flood insurance offered privately at 30 percent annual 
premiums. We also understand that one of the reasons this premium 
is so high is that the insurer must build up reserves fast to cover 
contingencies, or face the possibility of going broke. We also know 
that the United States Government is going to be in business a long 
time and can well afford to take a longer range view, bringing premiums 
down accordingly. Please bear in mind, gentlemen, that a catas- 
trophe like last summer’s has economic repercussions throughout the 
country. 

Dr. Seymour Harris, head of the economics department at Harvard 
University, has done considerable work on this subject from a New 
England point of view. His extremely busy schedule has made it 
impossible for him to appear before your committee. I would like 
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to call to your attention his testimony before a Senate Banking and 
Currency Subcommittee in Boston last November 9 in behalf of the 
New England Governor’s Conference—hearings, part I, page 450 et 
seq.—as an excellent presentation of the New England case. I also 
would like to take this opportunity to thank Congressmen Lane and 
Philbin for their excellent statements before this committee last week. 
They have our full endorsement. 

Thank you very much. 

Mr. Brown. Have you studied any of these bills that we have 
before us? 

Mr. Miuuer. Mr. Chairman, I have looked at some of them. I 
cannot say I have studied them because I don’t believe I would 
understand them without a little tutelage in insurance. 

Mr. Brown. I believe you stated the insurance companies estimate 
the cost would be around 30 percent? 

Mr. Miuier. That is correct. 

Mr. Brown. You say the Government insurance would be less than 
this rate. How much less would it be? 

Mr. Miuuer. I did read carefully the insurance men’s testimony 
before the Senate subcommittee up in New England, and their big 
point as to why the rate was as high as it was—at least as I inter- 
preted it—was that when you start writing flood insurance you have 
to build up a fast reserve to cover possible losses; that you cannot 
spread out the building up of reserves over a long period. 

Mr. Brown. Any bill of approximately 30 percent would almost 
make it prohibitive for the Government to go into this kind of busi- 
ness, wouldn’t it? 

Mr. Miuuer. Yes, sir. 

Mr. Brown. Have you reached any conclusion on the subject as to 
what amount of premium could be or would be charged by the Federal 
Government? 

Mr. Miuxter. Mr. Chairman, I asked not only some of these French 
River and Quinebaugh manufacturers, but also some of the textile 
mills that very question, and they said that it was just impossible to 
give a specific answer on that. 

For instance, the mills which had done this private flood-prevention 
work at a cost of hundreds of thousands of dollars now wouldn’t be as 
interested in a high premium as they would have been, or, let us say, 
relatively high premium, compared to, let us say, their fire insur- 
anee—they wouldn’t be as interested as before they had spent all this 
money on prevention work. 

Mr. Prown. Let me ask you this direct question: How can the 
Federal Government lower this 30-percent rate? 

Mr. Miuuer. As I understand it from the insurance men’s testi- 
mony in New England, the Federal Government could lower the 30- 
percent rate because it could spread the risk over a longer period of 
time. 

Now, if a private insurance company went into the flood-insurance 
business and started writing 5-percent flood insurance, come next 
vear, and there was another Diane, they just wouldn’t have the money, 
and they couldn’t get the money to pay off. The Federal Government 
seems to have— 

Mr. Brown. If all the insurance companies went in and participated 
in it they could, couldn’t they? 
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Mr. Miuier. I would have to suggest that vou ask the insurance 
companies that. I couldn’t answer for that. 

Mr. Brown. Well, if we make any recommendations about any 
bill, we want to make one that will be feasible and workable. We 
want to hear some testimony on that line. It certainly is not reason- 
able to expect 30 percent to be spent for insurance. I don’t know 
how the Government would be in position to make a lower rate than 
the old-line insurance companies. 

Mr. Miuurer. I believe I noticed on the list of witnesses, sir, some 
insurance men here this morning. 

The CLerk. Not this morning. 

Mr. Miututer. Thank vou, tomorrow, and I suggest you press them 
a little bit on that one because I just would not be able to answer it. 

Mr. Brown. Are vou in favor of any of these bills that have been 
introduced? 

Mr. Miter. Specifically? 

Mr. Brown. Yes. 

Mr. Mitier. No. We are in favor of the general principle of 
Federal flood insurance at a reasonable premium rate. 

Mr. Brown. Well, I know. ‘Tell us how we can arrive at a reason- 
able rate? 

Mr. Miuiir. Pardon? 

Mr. Brown. Can you tell us how we can arrive at a reasonable rate? 

Mr. Mriuer. No, sir; I can’t. 

Mr. Brown. Mr. Betts? 

Mr. Berrs. I think as I recall, Mr. Philbin and Mr. Lane testified 
on premium rates, and, as I recall, they suggested a premium rate of 
about 10 cents a thousand. Isn’t that right? 

Mr. Miuuer. I think it was more than that. I think Mr. Harris, 
to whose testimony I referred, said that he thought it could be $1.75 
a thousand, and he had a lot of figures that his economics department 
in Harvard had gotten together, to show that with broad coverage 
nationally, in the areas subject to disaster, that $1.75 a thousand 
would cover it. 

Mr. Berrs. You would be in favor of a premium rate which would 
give the Government a reserve to operate it, wouldn’t you? 

Mr. Minuer. Absolutely. 

Mr. Berts. Your hope would be that it would be less than 30 
percent? 

Mr. Miuurr. Indeed so. Obviously, you can’t buy insurance at 30 
percent. 

Mr. Berrs. Are any of your parties you represent in the hurricane 
areas? 

Mr. Miiier. We in New England are all in the hurricane area. 

Mr. Berrs. Can you get hurricane-damage insurance from private 
carriers? 

Mr. Miiier. Yes; hurricane in the sense of wind damage. 

Mr. Berrs. But not from water? 

Mr. Mitier. Not from water. 

Mr. Berrs. That is what I understood from witnesses yesterday. 

Do you think that a Government insurance program of flood 
insurance would cover damage by water from hurricane or would you 
want to include that? 
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Mr. Miuuer. Yes. That is what I spoke of in these tidewater 
textile mills. It is the backup of water, these flood tides, from the 
hurricanes that have done the damage. 

Mr. Berts. That is all, Mr. Chairman. 

Mr. Brown. Mr. Vanik? 

Mr. VaAnixk. I just have one question. 

With respect to this reasonable rate that you talk about, you mean 
a rate that is commensurate with the risk that you would like to have 
the Government underwrite; is that right? In other words, you 
think the rate ought to be commensurate with risk? It shouldn’t 
be a subsidized rate, something the Government is going to lose 
money on? 

Mr. Miutuier. We think the Government can fix a reasonable rate 
over a long period that would call for no long-range subsidy. 

Mr. Vanik. You would want it to be actuarially sound, would you 
not? 

Mr. Miuuer. Actuarially sound from a Government point of view. 

Mr. Vanix. The Government has done a great many things that 
are not actuarially sound. Do you want a rate that is going to be 
based on some subsidy by the Government or a rate that is going to 
be based on the risk involved in getting up a reserve on the basis of a 
widescale coverage that is going to be commensurate with the risk? 

The only question I want to know is, do you want it to be subsi- 
dized by the Government in some measure, or do you want it to be 
something that is based on the universal nature of the coverage? 

Mr. Miturr. Yankees don’t like the word “‘subsidized’”’ very well, 
but I think these people foresee that, if this insurance started at a 
rate that was reasonable over a long period of time, that if there were 
a serious flood, the first year, it might call for more payment than was 
in reserve at that time. 

Mr. Vantx. Let me ask you this question: Is it your opinion that 
the rates charged by private carriers are not reasonable? 

Mr. Miuuier. I don’t want to make that point at all. It is just 
that we cannot afford them. 

Mr. Vanik. Is it reasonable or is it not, based on the hazards 
involved? 

Mr. Miuuer. Ask them. I don’t know. 

Mr. Vanik. Your mills have to be located where there is ample 
supply of water, apparently? 

Mr. Miuuer. Yes. 

Mr. Vantx. We have a worsted mill in Cleveland that is high and 
dry that we would like to get someone to operate today. It is flood 
free. We would like very much to get the place operating because 
2,000 people are going to be out of jobs very shortly. ‘This mill is 
for sale. I want to take this opportunity to advertise it. It is a 
very fine worsted mill. 

My question is this: Has the location of the textiles near the tide- 
waters been prudent with respect to the geography of the land? 
Would you say that the location of those textiles as close as they are 
to the water level, tidewater level, has been prudent, or has it been 
a mistake of judgment? 

Mr. Mituter. No. I don’t think it has been a mistake of judg- 
ment. I think it has been prudent. Over the years they have 
made money. 
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Mr. Vantx. My question is with respect to the dangers and pro- 
tection from the high water. Have they adequately prepared them- 
selves in protecting from high water, or have they made a mistake 
in getting as close to the water as they did? I think we have to make 
our people realize they must locate a plant or city where it is reason- 
ably safe from high water. Would you say the tidewater textiles have 
exercised that degree of judgment that would be commensurate with 
good business operations in getting as close to the water as they have? 

Mr. Mitier. They put their mills close to the water for certain 
reasons, business reasons, that you can understand—transportation, 
and so forth. 

Mr. Vantk. I can understand that. 

Mr. Miter. So, then, they have had these—— 

Mr. Vanrx. I am talking about the height it is from the water. 
Has their location been reasonable with respect to all the anticipated 
high water? 

Mr. Miuuer. Well, the high water in New Bedford and Fall 
River, in the fall of 1954, was, as I understand it, unprecedented in 
the history of the industry there. 

Mr. Vanrkx. That is right. So perhaps no amount of prudence 
could have anticipated those isolated conditions. 

Mr. Miuuer. I think that is right. 

Mr. Vanixk. No further questions. 

Mr. Brown. Mr. Mumma? 

Mr. Mumma. The way I understand your thought, you believe 
that the Government should give this insurance; it should get in the 
insurance business; is that correct? 

Mr. Miuter. As long as it is unavailable at reasonable rates else- 
where; yes, sir. 

Mr. Mumma. Well, there was a point came up in your last question; 
there is no rate available now; is that correct, or isn’t it? I understood 
you to say there was a rate available, but it was too high. 

Mr. Miuuier. May I tell you a story? 

Mr. Mumma. You can tell me anything. Go ahead. 

Mr. Miter. There is a little mill in the French River Valley that 
I speak of here where about 3 weeks before Diane last fall all the senior 
executives went off to a convention somewhere, leaving in charge one 
very junior executive, and somebody came by and sold him some of this 
30—a big hunk of this 30-percent flood insurance—and when the senior 
executives came back they all but fired him, but 3 weeks later he was 
the hero of the valley. 

Mr. Nicnotson. Mr. Chairman. 

Mr. BBown. Mr. Mumma has the witness. 

Mr. Mumma. I yield to the honorable gentleman from Massa- 
chusetts. 

Mr. Nicuotson. Would you tell me how it is that they pay water 
damage on automobiles and do not do it on houses? 

Mr. Miter. No, sir. Mr. Nicholson, I am sorry, I stated at the 
outset that I know precious little about the insurance business. I 
work for these companies up in New England, manufacturing 
companies. We are on the buying end of insurance, and we buy when 
we can afford it. 

Mr. Mumma. To continue that, I read something the other day 
which isn’t quite in line with what you said. It went on to state 
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that the big shots were little shots who kept on shooting. That may 
apply to this fellow. He may be a big shot, but, anyhow, would you 
think that a better form than getting the Government in business, 
inasmuch as we have all kinds of risks, not only of mills but a better 
scheme would be to have a deductible item like you have on your 
automobile and let the insurance companies at their rate, which 
over a period of time might be all right, make their rate and handle 
the insurance, but the Government get in early in a disaster reinsur- 
ance program? Wouldn’t that be cheaper for everybody? 

Mr. Miniter. I am sure my people would wholeheartedly subscribe 
to private insurance companies handling this business with the Gov- 
ernment standing back of them to underwrite catastrophic risks. 

Mr. Mumma. You know whatever happens in these areas in the 
future the Government will still have to take some part in the rehabili- 
tation and fixing up of your utilities. I remember 20 years ago they 
had a big hurricane, or maybe it was 30 years ago, in Florida, and 
they never thought of asking the Government for help. As late as 
5 years ago they had one that took them 2 weeks to clean up the coco- 
nuts on the street. They never asked the Government for any help. 
That would be my idea, rather than yours, of keeping the Govern- 
ment out of this insurance business. There are plenty of insurance 
companies right up there in Connecticut that make a business of it, 
and if they get a bad loss, let Uncle Sam help them then with either 
reinsurance or coinsurance. 

Mr. Miiuer. I am sure we would subscribe a hundred percent to 
vour general proposition there. 

Mr. Mumma. Thank you. 

Mr. Brown. Mr. Miller, suppose the Government underwrote 
insurance of a billion dollars, and they fixed the rate at $1.75 per 
hundred. Do you know how much money that would raise ——just 
$1,750,000. That wouldn’t last very long. Do you think so? 

Mr. Miuuer. I don’t know, sir. 

Mr. Brown. $1.75 per thousand has been spoken of. Suppose 
the Government underwrote insurance of $1 billion. At a rate of 
$1.75 a thousand it would raise only $1,750,000. 

Mr. Vanix. Would that be adequate? 

Mr. Brown. How long do you think that would last? 

Mr. Miter. That would scarcely bail out our little valley out 
there. Jt wouldn’t even do that. We had $35 million lost up there. 

Mr. Brown. So the rate of $1.75 a thousand certainly would not 
be high enough. 

Mr. Mitier. What is your original assumption, Mr. Chairman? 

Mr. Brown. That a billion dollars of insurance was written by 
the Government. Suppose you make the rate $1.75 per thousand. 
That would raise only $1,750,000. 

Mr. Mitier. It depends on how much insurance you sold. 

Mr. Vanix. He is assuming you sold a billion dollars worth. 
The premium on $1 billion worth at $1.75 would be $1,750,000. 
That wouldn’t raise any actuarial fund at all, would it? 

Mr. Mituer. It wouldn’t raise much reserve, or wouldn’t raise 
it very fast. 

Mr. Vanix. If there was a billion dollars werth of coverage, and 
the premium was $1.75 a thousand, it would only raise a million and 
three-quarters in premiums. 
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Mr. Mumma. Per year. 

Mr. Vanik. Per year. 

Mr. Mumma. That deductible item to start with would cut down 
a lot of that loss. 

Was much of vour loss small up there? How many of vour 35 
million do you think would be included in less than $500 claims, just 
roughly? I know you are no expert. You den’t even have a name 
card. How many of those claims of your 35 million do you think 
were less than $500—just a rough guess? You saw it. 

Mr. Mituier. | have been up there and have seen it. A lot of 
houses, private homes, would have less than $500. I don’t think 
there is a single factory or mill that would have as little as $500, or 
anywhere down hear a $500 figure. 

Mr. Mumma. That would reduce the amount the insurance com- 
pany would have to pay, wouldn’t it? That would be along with my 
plan, deductible and overriding insurance feature. 

Mr. Miiurr. Any of those mills, I believe, a $500 loss they wouldn’t 
be down bere talking about. The homeowners might. 

Mr. Woxcorr. Many of your mills in New England are very old 
mills. I presume they were constructed primarily to get close prox- 
imity to water power? 

Mr. Mituer. Yes. 

Mr. Woxcorr. That is no longer the case? 

Mr. Miuuer. In the French River and Quinebaugh Valleys—I 
am speaking for two different New England interests, although there 
is a certain degree of overlapping, Mr. Wolcott—Mr. Brown might 
show you that gas station map, but the industries that are in the 
Quinebaugh and French River Valleys— 

Mr. Wotcorr. That is rather a sensitive subject. 

Mr. Mituer. These mills are there today primarily because of 
water. They use water, in the amount and kind to be found in those 
valleys. 

Mr. Wotcorr. Are the new factories being constructed on the same 
sites? 

Mr. Mititer. No; not much. As the textile industry has gradually 
moved south, their buildings become available for other purposes. 

Mr. Brown. You say the textile mills are moving south? We 
send electricity for miles and miles. We don’t erect plants in valleys 
down there any more. 

Mr. Mumma. They will get it from the Passamaquoddy in a couple 
of vears. 

Mr. Berts. In light of Mr. Mumma’s remarks about deductibility, 
do these private policies carry deductible insurance? 

Mr. Miuuer. I only have heard of this one being written in many, 
many, many vears, and I don’t know the exact terms of that policy, 
although I was advised the premium was this 30 percent we all have 
heard of. 

Mr. Brown. Are there any other questions of the witness? 

We are glad to have your testimony, Mr. Miller. You may be 
excused. 

Call the next witness, Mr. Clerk. 

The CLterkx. Mr. Chairman, the next witness is Mr. Marshall 
Reese, representing the American Hotel Association. 

Mr. Brown. Come around, please. 
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Have you a written statement? 
Mr. Reese. Yes, sir; Mr. Chairman, and members of the com- 
mittee. 


STATEMENT OF MARSHALL REESE, REPRESENTING THE AMERICAN 
HOTEL ASSOCIATION 


Mr. Reess. I would like to present the statement of George Grandi, 
who, due to an unfortunate emergency situation is not able to attend 
today. 

Mr. Brown. Do you want that in the record? 

Mr. Reese. I believe so; yes, sir. 

Mr. Brown. Very well. That will be incorporated in the record. 

Mr. Miller, I have your map here. 

Mr. Reese. Mr. Chairman, my name is Marshall Reese. I am 
superintendent of the Buckhill Falls Co., who own and operate the 
inn at Buckhill Falls, which is a resort in the Pocono Mountains of 
Pennsylvania. 

I have here a few pictures of what happened to this little resort, if 
you would be interested in looking at them while I read my statement. 

As a representative of the American Hotel Association, | am eager 
to discuss with you the question of insurance coverage for property 
losses arising out of natura! catastrophes. 

In the hurricane of 1938 the Weekapaug Inn and its 12 cottages 
was completely destroyed. No part of this loss was recovered through 
flood or wave wash insurance. We immediately rebuilt on new land, 
200 yards from the beach, and on land which was 15 feet higher than 
the original site. 

In the hurricane of 1944 the inn was completely surrounded by 
water and our bathhouses, boathouse, and garages were damaged 
substantially. Again no recovery was possible through insurance. 

Then the 1954 hurricane damaged us very substantially in that our 
bathhouses and boathouse were destroyed completely, and the build- 
ing housing our female employees was washed off its foundation. 
The male quarters were also completely inundated. Once more no 
recovery was possible through insurance. 

Similar losses were sustained by many resort operators throughout 
the New England area. Since 1939 we have periodically attempted 
to purchase insurance which would protect us against flood, rising 
water, and wave wash, but like others within our industry we have 
been unable to buy insurance against this type of loss. 

In the fall of 1954 the New England Hotel Association appointed 
me chairman of their insurance committee, and by action of the 
resort committee of the American Hotel Association in the spring of 
1955 I was appointed chairman of the disaster insurance committee. 

As a result of a survey made by the American Hotel Association in 
1955, involving over 600 hotels, it was determined that more than 80 
percent of these hotels would be interested in some form of disaster 
insurance program. Included were commercial and resort hotel 
properties. Hotels in every State of the Union indicated their deep 
concern with this problem. Statistics showed that the primary 
interest was in water damage insurance. ‘This interest in water in- 
surance might be divided into three parts: (1) flood damages; (2) high 
tides, and wave wash; and (3) water damage caused by failure of 
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public utilities, and so forth. The survey also indicated that there 
was a desire to have earthquake and tornado coverage included within 
any disaster insurance program which might be inaugurated. 

The objective of this survey was to obtain information which would 
assist us in approaching the insurance market with adequate statistics 
to enable them to institute a form of disaster insurance which could 
be purchased by hotel operators, and other commercial enterprises, 
throughout the United States. From the information obtained, we 
have concluded that disaster insurance should include the present 
provisions of what is known as “extensive coverage” endorsements, 
along with water damage howsoever caused, as well as tornadoes and 
earthquakes. The property to be protected should be not only the 
buildings and their contents, but also the cost of repair for roads, 
bridges, landscaping, and other appurtenances within the premises. 

Judging from the opinions expressed by many hotel owners and 
operators, they appear willing to absorb a percentage of the cost of 
this type of damage, by means of a deductible provision within an 
insurance contract. We recognize that it would be difficult for an 
insurance carrier to accept risks of this type only within those areas 
where maximum exposure occurs, but the feeling within our industry 
is that we can obtain widespread support of such a program generally 
throughout all geographical areas, thus warranting the introduction 
of such coverage. 

It is also our opinion that such a disaster insurance program should 
be initiated jointly by private insurance companies and the Federal 
Government. We believe that the Federal Government should estab- 
lish temporary reinsurance facilities in order to simplify the task for 
the private insurance carriers. Naturally, a factor of importance is 
the amount of premium to be charged. In order for the program to 
be successful we must obtain farflung coverage. This can be done 
only if the initial premiums are reasonable, which suggests that only 
the Federal Government is in a position to assume the risks without 
charging excessive initial premiums. The premiums might, of course, 
be varied by means of both deductible and coinsurance provisions. 

Experience in recent years indicates that business properties in 
practically every section of the United States are exposed to one or 
more hazards from windstorms, hurricanes, flood and rising water, 
tornadoes, earthquakes, and similar disasters arising from natural 
causes. 

In our industry, hundres of millions of dollars are invested in land, 
buildings, grounds, recreational facilities, and so forth. There are 
few hotel people, or owners of other business properties, today who can 
be totally wiped out, as was the owner of the Weekapaug Inn in 1938, 
and have the courage to rebuild at his own risk. 

We have not found the answer. The hotel industry is perfectly 
willing to pay for insurance protection, but beyond certain limits this 
protection cannot be purchased from private insurance companies at 
any price. 

Therefore we are pleased to note that careful consideration is being 
given to the adoption of such measures by the Federal Government 
as will encourage the insurance industry to provide, through Gov- 
ernment reinsurance or guaranties, the type of protection sought by 
our industry. 











DISASTER INSURANCE 309 


Mr. Chairman, I submit that this proposed disaster insurance 
might easily prove to be actuarially sound, even though insurance 
companies have shied away from it up to date. Let me give you an 
illustration which supports this conclusion. 

For 20 years, or more, the hotel industry urged insurance companies 
to underwrite the casualty losses incident to a universal credit card, 
but they declined, expressing the view that such a program was not 
insurable. However, the industry itself is now in its third year of 
experience in a universal credit card which it is underwriting itself, 
and losses are inconsequential. 

As a result of this experience, hotel patrons throughout the country 
have a new and convenient credit facility, and the industry is finding 
the program to be entirely sound from an actuarial standpoint. 
A similar experience might be encountered with disaster insurance. 

Mr. Chairman, I am naturally not prepared to discuss Mr. Grandi’s 
losses. However, the company which I represent operates, as I 
expressed before, the inn at Buckhill Falls. We suffered a flood loss 
of between two and five hundred thousand dollars. 

Mr. Brown. How much? 

Mr. Reese. Between two and five hundred thousand dollars. We 
are not sure yet just what the actual loss is. We are currently 
engaged in an engineering survey of the repair cost of the loss, and 
we have a real estate appraisal before and after, which indicates: a 
loss of some $650,000. 

Mr. Brown. What area was that? How large was that area? 

Mr. Reese. We sit on top of a mountain. 

Mr. Brown. What area does that cover? 

Mr. Reeser. I am sorry, sir. 

Mr. Brown. You suffered between two and five million dollars, 
if I understood you? 

Mr. Reese. Between $200,000 and $500,000, sir. 

Mr. Brown. How much? 

Mr. Resse. Between $200,000 and $500,000, sir. 

Mr. Brown. Well, now, just what area did that cover? 

Mr. Reese. Well, we own approximately 6,000 acres, sir. 

Mr. Brown. All in one county? 

Mr. Reese. Yes, sir. It is in Monroe County, in the Pocono 
Mountains of Pennsylvania, and we sit at an elevation of between 
1,400 and 2,000 feet, an area which you would normally not expect 
to be hit by a flood. 

As a company, last year we would probably not have been in- 
terested in much flood insurance. We would have been interested in 
disaster insurance. 

Mr. Brown. Well, the old-line insurance companies insure against 
loss from many types of natural disasters. Can’t you get that old-line 
insurance company coverage? Did you have any insurance? 

Mr. Reese. Yes, sir; we could not, of course, get flood insurance. 
There are, as you know, only certain types of insurance which can be 
purchased and which are economically suitable. 

Mr. Brown. Mr. Wolcott. 

Mr. Wotcorr. What caused the flood up that high? 

Mr. Reese. In 1 week we had approximately 15 inches of rain. 
On Wednesday of the second week we had 2 inches of rain, and on the 
day of the flood we had an additional 11 inches of rain, and all of that 
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11 inches ran off and it ran off in a period of 2 or 3 hours, so that it 
created a condition which the Corps of Engineers had stated is a 
once-in-500-year occurrence, and the damage suffered in our particular 
area was not so much from inundation as it was from the terrible force 
and velocity of the rapid runoff of this enormous quantity of water. 

Mr. Woxrcorr. Would you expect that same condition out in the 
West? Iam not familiar with that, but you might expect that same 
condition out in the western plains. 

Mr. Resse. I would say so; ves, sir. 

Mr. Brown. Any other questions? 

Mr. Wotcorr. Have you made a survey up there to determine 
whether others would ask for this insurance if it were granted? I 
assume from your statement that you would insure. 

Mr. Reese. As a layman, sir, I think if an insurance program 
could be offered which would protect against a wide variety of natural 
disaster, it would have universal appeal, and because of its wide 
appeal the premium could be much lower than if you confined it to 
one particular type of insurance. 

Mr. Woxcorr. You said that you had some insurance. What 
part of vour loss was covered by vour insurance? 

Mr. Reese. None at all, sir, although I would like to point out 
that the Federal Government does have a stake in this sort of thing 
in that because of the carryover and carryback provisions of the 
income tax law, certain percentages of this loss will be deductible. 

In our particular case, we haven’t been able to assemble all of the 
figures yet, but it looks as though Uncle Sam would lose approxi- 
mately $110,000 to $120,000 in the carryover and carryback provision. 
I assume that is true of all other businesses that are operating at a 
reasonable profit. 

Mr. Brown. You say this is the first time you ever had such a 
disaster? 

Mr. Reeser. Yes, sir. In our particular area, to give an example 
of what happened, Broadhead Creek, which is the one which cost so 
many lives, was measured at two and a half times the greatest previ- 
ous high recorded flood height. 

Mr. Brown. Do you think the people there would be willing to 
pay a rather high premium to obtain this insurance? 

Mr. Reese. | am sure they would, sir. 

Mr. Brown. This is the first time they have ever had it? 

Mr. Reese. Yes, sir. 

May I point out, sir, that the insurance companies themselves have 
indicated that, through their engineering firm who predicted for the 
insurance companies that we can expect this sort of thing more 
frequently—I think it is Parsons, Brinkler, Hovan & Hall who were 
employed by the insurance companies to make a survey of the possi- 
bilities of a reoccurrence of this thing. In a recent article in our local 
paper, ‘‘A grim forecast of future floods of even greater magnitude in 
Pennsylvania, New York, New Jersey, and New England was pre- 
sented by a New York engineering firm in a recent survey prepared 
for the American Insurance Association.” 

The firm was Parsons, Brinker, Hoff, Hall & MacDonald. 

Mr. Brown. Mr. Wolcott? 

Mr. Wotcorr. I have no questions. 

Mr. Brown. Mr. Vanik? 

















DISASTER INSURANCE 311 


Mr. Vanix. You said your total loss was somewhere between 
$200,000 and $500,000? 

Mr. Brown. Between 2 and 6. 

Mr. Vanix. What is your total investment in the hotel operation? 

Mr. Reese. About 3 million, sir. 

Mr. Vanik. What would you consider to be a fair premium on the 
basis of this unprecedented loss? 

Mr. Reese. As a layman, sir, I don’t know that I am prepared to 
answer that. 

Mr. Vanik. In order to build up an adequate reserve to cover 
unprecedented loss that perhaps may not come within another 60 or 
75 years, what would be a fair premium to cover a potential loss of 
$200,000 to $600,000? 

Mr. Reese. It would depend, sir, on the type of insurance; if 
you are speaking of flood msurance alone, that would be one thing, 
or if you are speaking of disaster insurance, it would be another. 

Mr. Vanix. I agree with you that it ought to be disaster insurance. 
It ought to go further. Let us assume it is disaster insurance. If 
you cannot give an idea of premium, what would be the fair basis of 
determining it, what fornula would you recommend our following in 
determining a premium base? 

Mr. Reress. There are two approaches to it, as I see it, sir. 

First of all, it probably should include a deductible provision, and 
that deductible provision could be based on a dollar value or it could 
be based on a percentage of the insurance. 

Mr. Vanik. That is Mr. Mumma’s plan. 

Mr. Resssz. If a policy could be written which would be an ex- 
tended coverage type, which would cover many natural disasters, 
and many other types, it would be worth a substantial premium to a 
well-operated business, regardless of whether it is a hotel or what it is. 

Mr. Vantk. How far would you propose it be extended? Let us 
go to that point. What other things would you want to be included 
in a comprehensive coverage policy, disaster coverage? 

Mr. Rersz. Well, as I see it, sir, not knowing anything about 
insurance, if a policy could be written which would include some of the 
extended coverage provisions of current insurance policies, which are 
available, such as wind damage, and included in a natural disaster 
coverage, then it would be very desirable and quite attractive to 
those people. 

Mr. Vanik. You can get wind damage insurance now? 

Mr. Rerse. Yes, sir. 

Mr. Vanrk. But you would want the Federal Government in a com- 
prehensive policy to include all disasters, wind as well as flood and 
water? 

Mr. Reese. That is my feeling. 

Mr. Vanik. Tornado, earthquake, and everything else? 

Mr. Reese. That would be my feeling. 

Mr. Vanik. Do you have any ideas as to what would be a fair pre- 
mium to cover a substantial loss of, say, $600,000 on the $3 million 
investment? 

Mr. Reese. I am sorry, sir, I don’t believe I can answer that with- 
out previously studying the rates and the risk involved, and so forth. 
I don’t believe I would be qualified to answer that. 

Mr. Vanik. That is all, Mr. Chairman. 
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Mr. Brown. Mr. Betts? 

Mr. Berrs. No questions. 

Mr. Brown. Mr. O’Hara? 

Mr. O’Hara. Mr. Chairman. 

As I understand, as a hotelman, you are interested in getting this 
form of insurance and a low rate made possible by, according to you 
words, having widespread support of such program generally through- 
out all geographical areas. 

By that do you mean that if one has built a hotel near the ocean 
front, which is desirable for his guests, that his insurance rate should 
be a very reasonable rate because in that program would be sharing 
owners of hotels, built on high lands and away from the ocean, and 
would not be subject to great risk? Is that your thought? 

Mr. Reese. | don’t know, sir, whether you would have to consider 
exposure in such a rate or not. It would seem to me that exposure to 
an unusual hazard should have some consideration. It does in fire 
insurance policies, if your protection is not up to a certain standard, 
you say a certain rate. If your protection is adequate, according to 
the insurance company’s standards, then you are given a lower rate. 
I think the same sort of plan could be incorporated in this. 

Mr. O’Hara. So that you would contemplate the usual rule in in- 
surance would be followed, that the premium would be greater where 
the risk was greater? 

Mr. Reese. To a certain extent; yes, sir. 

Mr. O’Hara. But you say that “But the feeling within our industry 
is that we can obtain widespread support of such a program generally 
throughout all geographical areas, thus warranting the introduction of 
such coverage.” 

What need of insurance would there be, where there is practically no 
danger of flood? What reason would there be for hotels in such areas 
to induce them to come under the coverage? 

Mr. Reese. He is exposed to wind damage, and more recently to 
hurricane damage, so that if you make the coverage all-inclusive to 
include natural disasters of many descriptions then the policy does 
become attractive to him. 

Mr. O’Hara. Would it be your thought that this program should 
be extended, say, into Puerto Rico and the Virgin Islands? 

Mr. Reese. I don’t feel qualified to answer that, sir. I don’t 
know. 

Mr. O’Hara. I am rather interested in that because we have large 
investments in luxury hotels in these resort areas, and there might 
be very serious disasters there, and they might want to come under 
the coverage. 

Mr. Reese. That could very well be, sir. 

Mr. O’Hara. I am much interested in insurance coverage for busi- 
nesses, industries, and for homes. Whether it should be extended to 
cover hotels that are built close to the line of greatest risk, and solely 
for recreational use, might raise some question. Do you follow me in 
that? 

Mr. Reese. I am afraid I don’t, sir. I think I am prejudiced, o! 
course, but | think that the hotel business is a very important segment 
of the American life, and that the recreation that it provides—— 

Mr. O’Hara. A very good purpose, I admit, even when in luxury 
category. We are all for everything that broadens the horizons o! 
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life for everyone, but after all, in the resort hotel field, you are render- 
ing a service which while it is useful and desirable, does not hit at 
the essential and the necessary. I think there is a difference. 

Mr. Reese. I could debate that with you, sir, at some length. I 
think most medical men feel that a vacation is a necessity. 

Mr. O’Hara. There is one other point I was interested in, aca- 
demically, I suppose: You said the insurance people have made a 
study and thought we would have more of these floods and hurricanes 
in the future than we have in the past. Upon what do they base that 
conclusion? 

Mr. Reese. Sir, I was reading from a newspaper article. I would 
be very glad to pass it up to you. 

Mr. O’Hara. Just briefly, is it based upon any valid scientific 
finding? 

Mr. Resse. I am very much a layman in that field, sir, but it is 
my understanding that there is considerable feeling amongst the 
meteorologists and those who have studied the situation that the 
paths of these hurricanes and storms have changed drastically in the 
past few years, and one of the reasons advanced for it is the change 
in the location and direction of the jet stream, which apparently 
influences the lower air masses. 

Mr. O’Hara. Some years ago Dr. Harold Urey, one of my very 
distinguished constituents, and friend, one of the great scientists of 
the world, assured me that our climate was becoming more mild, and 
he presented facts to bear out his conclusion. 

Thank you. 

Mr. Brown. Mr. Mumma. 

Mr. Mumma. I am not personally acquainted with Buckhill Falls, 
but being from Harrisburg [ know it is a favorite resort of our people, 
and your manager, Mr. Crandall, is a very good friend. 

In looking over your pictures, is much of your damage in connection 
with your announced word “appurtenances,’’ your sewage disposal 
plants, your golf course, your roads? How much of that would you 
say is due to that, and aren’t there a lot of township and State roads 
in your acreage, or not? 

Mr. Resss. Well— 

Mr. Mumma. And bridges? 

Mr. Reese. We are a resort community, sir. We own and operate 
the inn, itself. Within the community are 192 privately owned homes. 
We provide most of the public facilities, the public utilities, for our- 
selves and for these privately owned homes. We supply roads, fire 
protection, police protection, sewerage, water. 

Mr. Mumma. Something like the ski club? 

Mr. Resse. Most of our damage was to our water company, which 
is a public utility, to our sewage disposal plant, to our roads, to our 
bridges, to our golf course, and to the primary scenic attraction, the 
falls and glen area, which was one of the primeval forest areas left in 
Pennsylvania, and I regret to say that a great portion of that we feel 
was completely destroyed. 

We don’t believe that we can bring it back. 

Mr. Mumma. How about your roads and bridges? Wil) the State 
or the townships repair any of those? 

Mr. Reese. Not those which are privately owned. 

Mir. Mumma. They are private, not public? 
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Mr. Reese. Our damage, as I expressed it to you, is for our own 
facilities. 

Mr. Mumma. Or subsidiaries? 

Mr. Reese. That is correct. 

To give you an example of what happened in the area, we are located 
within Barrett Township. Within Barrett Township 22 out of a 
total of 26 bridges on public highways were destroyed. There were 
only four passable bridges left in the area. 

Mr. Mumma. You have pictures of some of your bridges. I 
noticed one road that you had a bulldozer on. It looked like a main 
road. I have never been inside your area 

Mr. Reese. That is a State highway, sir, and the reason that pic- 
ture is there is that it is the intake area for our public water company, 
which we own and operate, and in that particular spot we lost 350 feet 
of 12-inch cast-iron pipe, and we have not found one single piece of 
that, to give you an idea of the velocity of this. 

Mr. Mumma. It may be down to Bethlehem. 

Mr. Reese. Yes, sir. 

Mr. Mumma. You compared this taking of insurance to giving a 
patron a diner’s card, or whatever it is. There is a good bit of differ- 
ence. They don’t pass those out when they look you up, first, do they? 

Mr. Reese. I was comparing it, sir, to the credit-card system, and 
the fact that it was a problem which the insurance companies said 
could not be handled, and point out that we are handling it, the 
American Hotel Association is doing it, and not only that, but are 
making money at it rather than losing money. 

Mr. Mumma. To my mind there is a lot of difference in that, and 
handling this insurance. You can always look it up. You can’t 
look up when you are going to get one of these flash floods again. 

On Brodheads Creek, wasn’t most of the lives lost in that one 
boy’s camp where they all went upstairs in the house? There were 
20 or 30 lives lost in that spot. 

Mr. Reese. I think there were 30 lost in that particular spot. 

In the county, I think just last week they recovered the 69th body. 

Mr. Mumma. That is in the whole county now? 

Mr. Reese. Yes, sir. There are still 7 missing, and immediately 
adjacent to us, immediately north, about 6 miles, there were 11 dead, 
so there are 80 recovered bodies and 7 still missing within 20 miles. 

Mr. Brown. Mr. Nicholson, do you have any questions? 

Mr. Nicuotson. No, sir. 

Mr. Brown. Mr. Kilburn? 

Mr. Ki_spurn. In your statement I notice you say that 80 percent 
of the 600 hotels in your membership would be interested in some form 
of disaster insurance program. If this bill was just flood insurance— 
you can get tornado insurance now—would 80 percent of them be 
interested in just flood insurance? 

Mr. Reese. No, sir; I would say very definitely not. 

Mr. Kitpurn. How many would? 

Mr. Resse. I wouldn’t want to answer that, sir. I don’t know. 

I might point out that the American Hotel Association, as you well 
know, covers the entire United States, so that a hotel in Kansas, for 
instance, would be interested in one type of insurance, and we in 
Pennsylvania might be interested in another. 

Mr. Kitspurn. You think you should package all the disaster in 
one insurance policy in order to get a broader base? 
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Mr. Reese. Yes, sir. You get a broader base, and many more 
people interested. By spreading the risk you reduce the premium. 

Mr. Kitspurn. They could get tornado insurance now. You 
wouldn’t want to include that? 

Mr. Reese. Personally, I think yes. I think that if you would 
include all the risks you can spread the policy to a greater number 
of interested people, and reduce the premium. 

Mr. Kitsurn. That is true, except if you have got help in this thing, 
and you write tornado insurance, that isn’t fair competition to the 
insurance companies that now write tornado insurance. 

Mr. Reese. I think everyone would prefer to see the insurance 
companies handle the situation themselves. 

Mr. Brown. We are very glad to have your testimony. You may 
be excused. 

The Honorable Raymond J. Fitspatrick, executive secretary to 
Mayor Edward D. Bergin of Waterbury, Conn., is the next witness. 

Come around, Mr. Fitspatrick. 

You may proceed in your own way. 


STATEMENT OF RAYMOND J. FITSPATRICK, EXECUTIVE SEC- 
RETARY TO MAYOR EDWARD D. BERGIN, WATERBURY, CONN. 


Mr. Firspatrick. Members of the committee, I have submitted to 
the committee a statement of damage estimates to municipally owned 
property in the city of Waterbury, also a statement made by the 
present mayor of the city of Waterbury, Mayor Bergin, to the Senate 
Banking and Currency Committee, and to each member of the com- 
mittee I have also submitted a booklet published by the Water- 
bury newspapers, the Republican and American, a photographic book 
on the flood disaster of last August. 

With the permission of your committee, I would like at this time 
also to submit a statement from a fellow member of the American 
Municipal Association, Mayor Henry W. Peterson of Woodbury, N. J. 

Mr. Brown. That may be incorporated in the record. 

(The letter is as follows:) 

The House BANKING AND CuRRENCY COMMITTEE, 
House of Representatives, Washington, D. C. 

GENTLEMEN: It is regretted that I am unable to personally appear before 
your committee on Tuescay, February 7, 1956, at 10 a. m. to testify on the 
disaster insurance bills being considered. 

The city of Woodbury endorses the resolution adopted by the American 
Municipal Association passed unanimously in Miami, Fla., on November 30, 1955. 

It is my recommendation that the House Committee on Banking and Currency 
draft a bill that would be a comprehensive insurance plan, covering natural 
disasters and war-risk insurance. If the coverage is broadened to cover risks 
not now covered by private insurance companies and made attractive, to not 
only publie bodies; but industry and the homeowner, I believe that a sufficient 
number of people would avail themselves of this added protection to build up a 
very large reserve that would be adequate to meet the demands that may be 
made upon it. 

Respectfully yours, , 
Henry W. Peterson, Mayor. 

(The statement submitted by Mayor Bergin is as follows:) 

Mr. Chairman, members of the committee, ladies and gentlemen, 
as the mayor-elect of the city of Waterbury I have been designated 
by the mayor to represent our city at this hearing. 


72544—56——21 
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Let me say first that I noted with particular interest that in the 
invitation to this hearing your committee said that discussion would 
not be limited to disaster risk insurance but would also include the 
general question of Federal aid for victims of our recent tragic floods. 

I hope it is within my power to impress indelibly on the minds of 
the members of this committee just one thought, a thought that you 
will in turn take back to Washington and there impress on the minds 
of your associates in the Senate and in the House of Representatives. 

The thought is this: In our city of 110,000 people, a thriving in- 
dustrial center along the banks of the Naugatuck River, many 
thousands of persons are living in dread, fearful with each rainstorm 
that the river may rise in fury once again. 

These men and women are looking for assurance that action will be 
taken, not 10 years from now, not 5 years from now, but now. 

Only the Federal Government has the facilities and the resources to 
lift this pall of fearful anxiety that hangs over our city and that hangs 
over many another community in Connecticut. The Federal 
Government, too, has the power to act immediately. 

We want long-range projects, of course. We want, and need, flood 
control on the Naugatuck River. We want Federal aid on river 
planning. We want, of course, substantial Federal aid in redevelop- 
ment programs. We want all possible Federal aid in insuring against 
future disasters. 

However, there are many things that can be done by the Federal 
Government without waiting for the future. There are things that 
should be done, that must be done if the people of Waterbury are 
to have some reasonably early relief from the gnawing terror that now 
seizes them with each forecast of rain. 

For immediate action by the Federal Government I recommend: 

1. Erection of emergency dikes to afford temporary protection to 
dwellings, business firms, and industrial establishments pending per- 
manent flood-control measures. 

2. Widening of the channel of the Naugatuck River as recommended 
by the Army engineers. 

3. Deepening of the channel of the Naugatuck River and tributary 
streams. 

4. Advance grants on redevelopment programs, these grants to be 
charged against subsequent redevelopment allotments. 

5. Direct grants to municipalities for the repair, reconstruction, 
and replacement of bridges, highways, stormwater sewers, sanitary 
sewers, public buildings, and other municipal facilities. 

6. Assignment to municipalities, through the State office of civil 
defense, of CD equipment, including pumps, generators, and other 
emergency gear, in sufficient quantity to meet possible future disasters. 

7. Direct loans and grants to families and businesses seriously 
affected by the flood disaster. 

Many of the people of our city have not yet recovered from the 
shock of the August 19 catastrophe, with its appalling loss of life and 
its huge property damage in Waterbury. They want flood control, 
of course, they want action before the necessary flood-control steps 
can be taken. They need tangible signs that the Federal Government 
has not forgotten them, that Washington knows the terrible losses 
they have suffered and will try to give some direct, immediate help. 

To appreciate properly the feelings of our citizens you would have 
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to stand on a street near the river and talk to them; you would have 
to see their eyes scan the skies for rain clouds; you would have to 
hear their'words of apprehension. 

Our people with homes or businesses in the river area are actually 
desperate. We are depending on the Federal Government to help 
them. We are depending on the Federal Government to give that 
help immediately. 

In the matter of disaster insurance, I believe we should have all- 
inclusive coverage, including not only floods but major disasters of 
all kinds. I believe this disaster insurance should be retroactive to 
January 1, 1955. 

I believe Federal disaster insurance should be started at once. 

(The damage and tax losses to Waterbury are as follows:) 


Flood damage estimate, Aug. 19, 1955, city of Waterbury 


1. PUBLIC PROPERTY AND FACILITIES 


(a) Rubble debris and clearance—highways__...._..... eee $300, 000 
(b) Sewage-treatment plant and incinerator: 
OS LE ee ens See $85, 000 
ia i cas ec a ahaa 20, 000 
oe Ce . 10,000 
IR Hak Sah hac ac en ainda mg ims ww sh Alia Gh ws wade A 115, 000 
(c) Water supply system: 
me RRs on ec ncwaeced $20, 000 
Morris Reservoir and pipeline______________ _-. §0:'000 
Wigwam Reservoir and pipeline____________- .. 25,000 
DereGIO MING ne te cece 50, 000 
Buuaings—Benedict St... .........--.-- scene 12, 000 
ES eae eae ee 1, 200 
MEIN eas Bead web tanweaewan woman uy 8, 000 
(SES EY SO LP Oe RETCE AS Perey See ape Sem 166, 200 
(d) Schools: 
EEO SE ea a Te ee ee $50, 000 
rome bl BenOOl. . on cee enw 20, 000 


Furniture on railroad siding__._._._._________-_- 20, 000 





ee eee ies eee Ce wn Wee eleR 90, 000 
(e) Fire houses and fire-alarm system: 
Weservine. Pine Station: (<5. eee ee $500 
Memon marin tamer. . 5 he oe bee cece ck 35, 500 
ce a OE ES ES eee 500 
Damage to:spare pumpers....................- 1, 000 
aromierin Wane (28). eg a cece eccdbcuwcuce 3, 500 


(ES Se EE Oe ep, Seana me 5, 000 
Weeeinri StONGOrdS. oc ke eek ccccnu. 2, 000 
RINE ys Neon a on cdc ick 600 
OS ee ae ie Ren eee See ee ene ee pet see 48, 600 
(e) City hall and library: 
City hall: 
Membre StAtIOn Ww on wk ec win a ee ma uwen ee _ $250 
RR tt ee i A ee 250 
Library: 
Seer or ne ee ee ree 1, 700 
ie a i a aa eee 5 800 
Pe eae ce eae Cote deck _ 2, 500 
RU as gpl a areca he sa an es cain ah wniewianaicia 5, 500 
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Flood damage estimate, Aug. 19, 1955, city of Waterbury—Continugd 

(g) Roads, sewers, and related plant and equipment: 
Reconstruction__ é [eet eee 
Curbs and sidewalks ee ee 50, 000 


Yards and office buildings - - _- = * 12, 000 
Equipment (salvaging) _- - Pe ete e : e 2, 200 
Sewer reconstruction__ eae age ‘Po 50, 000 





Material ay 3 PERS 8, 000 
Possible latent defects___________-__ Goce. 1 ee 
Total : MEE Steen sp dha ge, 5 Eee: ie, pe AS . $1, 322, 200 
(h) Bridges: 
Hancock Brook__ _- Piiewe Sates dou eee 
Platts Mills___- vee Pee eS eee CO 
South Leonard St aa ee ___ 300, 000 
Eagle St_ / sya ______ 560, 000 


Washington Ave D2 AETE, ATI 
Bank St__ een jw cncn=-= Ole, Gee 
LS ae ae a eee EM 
West Main St_________~_- ein rae 360, 000 
SEMINAR in Se ee wees _. 295, 000 
Huntingdon Ave. Overpass _ - 


Pera he _. 80,000 
Railroad bridges 23. ee ees eee 


SN re nr ee ie eae, 4, 005, 000 
(l) Police station, cars and facilities: 
3 motor patrol coaches_---------- = 
3 mobile radios a = Ree ea 
3 sirens_ —_- Bee ere ¢ shes ys Sie een Sha 276 
Call boxes, traffic-control system_____________-_- 4, 916 
Clothing, revolvers ae le ee Sree 


Total_____- Bice Oe Fe ne Re: a Pe TN 16, 242 
(j) Civil-defense materials_ ik er ew eyiara eee 35, 000 
(k) Evacuation costs i rie c : ; 20, 000 
(1) Publie housing (local) 5, 000 


(m) Farming (land and crops): 


Land damage 2 _ $5, 000 


Crop loss ’ . ; _ 6, 500 
Total ; J : Db retrees Si bie tN eo! 11, 500 
(n) Parks and playgrounds: 

Huntingdon Ave. (baseball and 6 softball diamonds): 
Building___- : - g ¥ _ $25, 000 
Grading, fertilizing, and top dressing . 60, 000 

Waterville Park (3 softball diamonds): 

Grading, top dressing, fertilizing =. 310,000 
Bleachers Sees 1, 000 
2 small buildings = es 300 
Paving parking lot ; : 500 
Repairs to riverbank_- Sars aaretian ieee sets 2, 000 


Rolling Mills Field: 
Field damage 


; 2, 500 . 
Hamilton Park: 


Repairs to riverbank meee 1, 500 
Total = ; 102, 80U : 
(0) Naugatuck River channel clearance and restoration : _ 6, 595, 000 ! 
(p) Health department—municipal abattoir ‘ 5, 000 
(q) Dog pound. __-_- A 18, 000 





Total, public property and facilities__ = ...- 12, 861, 042 


a ae ee 
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Preliminary damage estimates at Waterbury, Conn., for flood of Aug. 19, 1956 


: I. Public property and facilities: 
3 (a) Rubble debris clearance___-__-_-_- $300, 000 
| (b) Sewage treatment plant and incinerator . 115, 000 
(c) Water-supply system- pleases , 166, 200 
(d) Schools____-- ; _. 90, 000 
(e) Firehouses and fire alarm system tar 48, 600 
(f) City hall and library : 5, 500 
(g) Roads, sewers, and relate d plant and. equipme nt 322, 200 
(h) Bridges en eae habiaiithé . . 560, 000 
0 (7) Police station, cars, and facilities. . 16, 242 
(7) Civil defense materials______ : 15, 000 
(k) Evacuation costs___- : 20, 000 
(l) Public housing (local, St ate, Federal) coe 5, 000 
(m) Farming (land and crops). ; a 11, 500 
(n) Parks and playgrounds ; 102, 800 
(0) Naugatuck River channel clearance and restoration 1, 500, 000 
(p) Health department—municipal abattoir eave : 5, 000 
(q) Dog pound__-__- 5 J ee Sa ee = 18, 000 
Total public property and facilities _ ; 3, 301, 042 

II. Private property and facilities: 

(a) Residential housing -_-_- ats ee 8 nh . 2, 857, 000 
0 (6) Industrial plants____- a _.. 12, 034, 000 
(c) Business _ hain ee ‘ 14, 176, 000 
(d) Miscellaneous_______-_____. ne ve . 3, 477, 750 
Oe ne ie _ 3, 230, 000 
Total private property and facilities _ _ F 35, ‘774,7 750 
III. Private institutions and churches 5 A 5 20, 250 
on Total damage estimate_____________- dys de AER _ 39, 096, 042 


0) NoTte.—These estimates were prepared by present city administration. Our hasty check finds them 
rather low. 


0 
Tax losses due to flood, city of Waterbury, Conn. 
i teal property Bet aoe Drie eras erica ... $7, 889, 240. 00 
: Personal property Se eee ee ee ord Sas oor tree I ae 2, 556, 780. 00 
0 Industrial (partial)... = 2.22... pera abe _. 15, 364, 000. 00 
: Total assessed value loss_______.___- Saas a ian sia a 25, 810, 020. 00 
j WUBI a ii a Ba See ey . 036 
Tax loss, city of Waterbury.....22.....5..... 929, 160. 7 
Estimates for replacing bridges, Waterbury, Conn. 
Bank St _..._----. $545, 000| Platts Mills $270, 000 
Washington Ave__........ 295, 000] Eagle St _ 560, 000 
I reight St s- Sees ee 355, 000 | Hancock Brook $5, 000 
West Main St______- 360, 000 | Huntington Ave. (railroad) . 10, 000 


Huntington Ave 
South Leonard St 


es ee 295, 000 eee Se ae ae 
ore “ 360, 000 Total oe .«.. =. 6, 065, 060 


Channel improvement estimates, Naugatuck River, at Waterbury, Conn. 


Channel improvement (200 feet top width) : 
Excavation and slopes___-_._______- a bare eee ; $1, 500, 000 
ee eae 7 ee 1, 000, 000 
Water and sewer “pyr meeps ee - 125, 000 


Property ; = eee 470, 000 
Special improveme nt at Chase Co_ ee 500, 000 


-_~ 
ee ene eee a ene Pee 


2 pel aepe pay eel a ic aie ee ar ee 


- 3, 595, 000 
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Mr. Firsparrick. I might also tell the committee at this time that 
two other statements, representing the views of the city of Water- 
bury, have been prepared for this committee, but did not reach here 
in time this morning. 

With the committee’s permission, I will see that the members re- 
ceive these statements at the earliest possible date. 

My name, Mr. Chairman, is Raymond J. Fitzpatrick, 23 Reverse 
Street, in Waterbury, Conn. I am president of the board of alder- 
men of the city of Waterbury. Iam here as the official representative 
of Mayor Edward D. Bergin, who first would like me to inform the 
committee that our city government endorses the resolution adopted 
by the American Municipal Association at its convention in Miami 
last fall. 

I believe the members of the committee are familiar with the reso- 
lution calling for the administration and Congress to develop a plan 
for national disaster insurance. 

(The resolution is as follows:) 


AMERICAN MuUNIcIPAL ASSOCIATION RESOLUTION 5 
NATIONAL MUNICIPAL POLICY ON DISASTER INSURANCE 


Passed unanimously by the 32d Annual American Municipal Congress, Miami, 
November 30, 1955 

Floods of unprecedented magnitude have struck our cities the past year. These 
disasters have come without warning and have left in their wake a wide path of 
death, destruction, and suffering. Cities are unable financially to bear the tre- 
mendous costs of replacing municipal property that is destroyed. 

The principle of distribution of risk through the medium of insurance is soundly 
established in this country. However, there is no insurance available which will 
cover losses to our cities from natural disaster; therefore be it 

Resolved, That the American Municipal Association calls upon the adminis- 
tration and the Congress to develop a plan for natural disaster insurance which 
will adequately protect our cities and which will allow for the maximum par- 
ticipation of private business. 

Mr. Firspatrick. Mr. Chairman, and members of the committee, 
the city of Waterbury in the Naugatuck Valley in Connecticut was 
the city which had the greatest loss of life and suffered most heavily 
in property damage in the flood of last August 19. 

Waterbury is a large manufacturing center. Its present population 
is about 110,000 people. It is known as the brass center of the world. 
It has some of the largest brass fabricating plants in the world. The 
businesses of the Chase Brass & Copper Co., American Copper 
Manufacturing, and so forth, are there. We also have many other 
industries of a diversified nature, both large and small. Our industry 
was hit terrifically by the flood of last August, and we were just in 
the process of beginning to start back on our feet when a second flood, 
October 15, hit our city. Fortunately in this second flood there was 
no loss of life, and the damage was in large part confined to the major 
industrial plants and to some smaller plants. 

Over the years we have had some flood problems caused by the 
Naugatuck and Mad Rivers, but never anything to the extent of our 
disaster of last year. 

The city’s loss, overall, has been estimated at well in excess of $50 
million. The loss to the city as a municipal government is in the 
neighborhood of $13 million, and that figure is by no means complete 
as yet. 





yn 
d. 
ne 
er 
er 
ry 
in 
xd, 


jor 


he 
yur 


50 
the 
ete 





ante es eld 


‘ate eH Ace 


cabal decency 


Anat nae one 


Sa D eat rte 





pA ar ee 


DISASTER INSURANCE 321 


We have a people in our city who are industrious, hardworking, 
and yet at the present time many, many of them are living in a state 
of fear. They have seen the river cause the tremendous destruction 
that it did twice within recent months, and I am sure that their feel- 
ing on the matter before your committee is that there are really two 
types of flood and disaster insurance, though they may not bave the 
same titles. One is preventive insurance—the expenditure of Federal 
funds for adequate flood control, for adequate and full control of our 
rivers and tributary streams. The second is disaster or flood insur- 
ance, and it is our feeling that if the Government spends sufficient 
funds in time on preventive insurance it will be possible for both the 
Government and our people to save vast sums in actual insuraace 
which must be paid later on when disaster does strike. 

Members of the committee in questioning previous witnesses have 
raised the point about the location of industries. In our city the 
industries that we have there are deeply rooted. We have a large 
population of skilled workers. The industrial firms have made huge 
investments. They have modernized and improved their plants, and 
we in Waterbury, both industry and individuals, are there to stay. 

We never had a disaster of the magnitude of last year in our history, 
but like other cities in the New England area we find that in the past 
several years we have come into what is apparently now a hurricane 
belt, and so I am here before your committee to urge the adoption of 
a program of federally sponsored disaster insurance that will benefit 
the people and the communities, not only of Waterbury but of the 
entire Naugatuck Valley. 

Our large industries for the most part do not appear strongly dis- 
posed to flood or disaster insurance at this time. There are several 
reasons for this: One is that the really big industrial firms can act as 
self-insurers. This has become almost necessary for some of them in 
the face of the prohibititive rates which are now prevailing for flood 
insurance, if it can be secured. The other reason is that the tax 
writeoff program enables them to absorb at least part of their losses 
due to the floods. 

We had in our city a public hearing just a few nights ago on the 
entire question of flood and disaster insurance, and representatives of 
industry, though not speaking officially and not reflecting the views of 
any industrial organization, while not favoring flood or disaster in- 
surance for their own companies at this time, did express themselves 
in favor of this insurance for small businesses, for the individual, and 
also a point for which I am particularly here today, for municipalities. 

The insurance programs that have been proposed all seemed ade- 
quately to cover the needs of the homeowner and the small-business 
man. Iam sure that out of the study of this committee will come a 
bill that will provide a fair and reasonable system of insurance for the 
small-business man and for the homeowner—a system that is fair 
both to the Federal Government and its taxpayers, to private industry 
or private business in the form of insurance companies, and to the 
citizens of the United States, but I would like to impress on the mem- 
bers of your committee the feeling that we in our city have, that there 
is a great need that this program, or some program to be adopted 
by this committee, make provision for disaster losses suffered by 
municipal corporations. 
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The city of Waterbury’s losses were approximately $13 million, 
with the figures not yet complete. That is, to facilities owned by 
the taxpayers—roads, bridges, streets, sewers, parks, and other items 
of that nature. 

Just last night before I left for Washington our board of aldermen 
authorized the issuance of a total of $4,650,000 in bonds, a large 
proportion of which will be used to rehabilitate and repair public- 
works facilities which were destroyed or damaged by the flood. We 
also, as you know, have in Connecticut a system of State aid to cities 
and towns which suffered flood losses. However, the aid that the 
State can give is necessarily limited, and we know that in our own city 
the State will be able to take care of only a very minute proportion 
of our losses. 

There are so many factors involved in this problem, Mr. Chairman, 
and members of the committee, that it would really take many, 
many days to study. When Mavor Bergin testified before the Senate 
Finance Committee he presented figures showing the tax loss to our 
city for the coming year—that is, in income from taxes due and 
payable on May 1 in our city, will be in the neighborhood of $1 
million, or close to it. Some 25 to 30 million dollars in property 
would be written off our tax books as a result of the flood. That figure 
is not complete insofar as industrial losses are concerned, and so the 
total will be finally considerably higher. 

One thought we would present to the members of your committee 
in regard to aid for municipalities, and that is this: Public Law 875, 
under which the Corps of Army Engineers has been rendering very 
great service throughout Waterbury, and the Naugatuck Valley, 
serves a very great purpose, but we wonder if it would not be possible 
for the Congress to consider amending Public Law 875 so as to allow 
for permanent repair, or permanent replacement of facilities that are 
lost or damaged in natural disasters. 

At the present time, the work of the Government is limited to 
temporary repairs or temporary replacements. 

In the first phase that 1 mentioned of flood insurance, the preven- 
tive phase, we feel that speed is more important. It is with a great 
deal of apprehension that we are looking forward to arrival of spring 
in the Naugatuck Valley, with our ground up in the country com- 
pletely saturated with water, the spring rains, we are greatly afraid, 
will mean just another tremendous runoff and a very serious flood 
problem all over again. 

I would also call the attention of the committee to the fact that 
many individuals and families are still suffering acutely from the 
flood, through it took place as long ago as last August, and I think 
it might be considered by the Congress as to whether the Congress 
should not at least go into a little more deeply the proposal for grants- 
in-aid to assist those who suffered direct losses of homes and property 
in the floods, or in natural disasters. 

In my own city, Mr. Chairman, and members of the committee, 
we are frankly now operating more or less as a stopgap municipality. 
Ours is an industrial city, a thriving city. We have eight major bridges 
across the river that bisects Waterbury. Only two of those major 
bridges are in normal operation at the present time. We have several 
bailey bridges, and we have one of our major structures, which is 
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being used on a limited basis, but the bridge problem alone is one that 
presents a very great problem, and will present a very great burden to 
the taxpayers of our city. 

The city is doing everything that it can to help to come back from 
the damage and loss of the flood. We have adopted a redevelopment 
program. We are cooperating with both the State and the Federal 
Government in this program. The city has made every dollar possible 
available from its own treasury for flood rehabilitation and repair. 

The people of Waterbury, with their homes there and their roots 
there, want to stay in the city, but they feel that some form of general 
disaster insurance is needed. 

Now, the so called administration bills presented in the Senate by 
Senator Bush, and in the House I believe by, among others, Congress- 
man Cretella, represent one approach to the problem. However, we 
would suggest to the committee that very careful study be given to 
the bill presented by Congressman Dodd of Connecticut, a bill which 
seems to us to have several very desirable features. Under this bill, 
as you know, alternative plans are set up for potential purchasers of 
insurance. The first would allow an individual or business to purchase 
regular disaster insurance, and in the event of a loss he would be paid 
in cash. The second type offered under this plan would be a direct 
loan, guaranteed over a long-term period, the loan to be guaranteed 
by the Federal Government; and the third type of insurance under 
Mr. Dodd’s program would be a combination of the other two. We 
believe that Mr. Dodd’s bill deserves careful study by this committee. 

We ask you, Mr. Chairman, and members of the committee, what- 
ever form the bill may take that your committee decides on, if it 
decides to report out a bill, we ask that it be a bill that keeps in mind 
the tremendous losses suffered by all parts of our community life in 
a city such as ours, by industry, by small business, by the homeowner, 
and also by the city Government. 

We feel that a program that allows municipalities to purchase 
general disaster insurance at a nominal rate, or at no cost, would 
help the rebuilding of cities and towns which suffered severe losses in 
past disasters, and will give real protection to communities which 
may suffer in the future. 

Mr. Chairman and members of the committee, the people in the 
city of Waterbury took what can only be called a tragic battering last 
August, but it was a disaster which, though it brought a very severe 
and tragic loss of life and property damage running into the millions, 
it did have the effect of binding our community more closely together, 
and it is as a united community that we in Waterbury ask the mem- 
bers of this committee to consider carefully the need for a program 
of this kind, and to recommend to the Congress the adoption of a 
program that will protect our industries, our businesses, our people, 
and our municipal governments. 

Mr. Brown. Gentlemen, are there any questions of the witness? 

Mr. Woxcorr. Mr. Chairman. 

Mr. Brown. Mr. Wolcott. 

Mr. Woucorr. I notice in Mayor Bergin’s statement, the first 
page, he says: 

We want all possible Federal aid insuring against future disasters. 


I assume from that he agrees with Mayor Peterson, of Woodbury, 
and endorses the resolution by the American Municipal Association? 











324 DISASTER INSURANCE 


Mr. Firspatrick. That is correct, sir. 

Mr. Wotcorr. As I understand that, then, he advocates disaster 
insurance which is comprehensive and which would cover floods, of 
course? 

Mr. Firsparrick. That is correct, sir. 

Mr. Wo.ucorr. Not necessarily insurance against flood damage 
alone? 

Mr. Firspatrricx. If I may make the distinction, Mr. Congress- 
man, we endorse the resolution of the American Municipal Associa- 
tion, which we feel is stated in general terms. In legislation we are 
not committed to any specific bill. We mention Congressman 
Dodd’s bill. We believe that it opens a very good avenue of approach 
for your committee in the loan feature of it specifically. 

Mr. Wotcorr. What I am leading up to is that the city of Water- 
bury did not have comprehensive insurance against disasters on these 
installations of their public buildings, and so forth. Could they have 
obtained that? Can you obtain such insurance? 

Mr. Firspatrrick. Frankly, I do not know. However, the only 
insurance, as I understand it, on which we could have received any 
payment because of the August disaster was flood insurance. We had 
no flood insurance. 

Mr. Wotcorr. But you have insurance on your public installations 
against tornado? 

Mr. Firsparrick. I do not know how all-inclusive it is. It may 
be our first insurance policies carry that extra provision. The rate 
situation was changed as of 2 or 3 years ago, and the city’s insurance 
undoubtedly does include whatever maximum coverage we can secure, 
but I do not have a positive answer for you, sir. 

Mr. Wotcorr. Did you find, as a consequence of this meeting you 
had up there the last couple of weeks, that the large industrial com- 
panies would not be interested in this insurance? 

Mr. Firspatrrick. That is my impression; yes, sir. They did not 
speak officially, as such. 

Mr. Wo.tcorr. They recommended it for small business? 

Mr. Firspatrrick. That is correct. I think Senator Bush has mae 
a similar statement, that large industry in the State is not interested 

Mr. Wotcort. Then large industry in Connecticut would not ve 
expected to buy this insurance? 

Mr. Firsparrick. I perhaps should make it clear that I have no 
right, of course, to speak for industry. I was merely reporting some 
unofficial statements that were made. I am sure that industry, if it: 
cooperation were needed to make this plan a success, that our industry 
in Connecticut would certainly cooperate and would support such ar 
insurance program. In fact, to the extent of participation. 

Mr. Wo corr. On the basis of the information given you at this 
meeting, would you say large industries are using their own reserves 
against losses? 

Mr. Firspatrick. In most cases, I believe so. 

Mr. Wo tcort. I just asked for an opinion which I know you don’t 
know too much about, because you don’t know how much this insur- 
ance would cost. It might be possible to make this insurance so 
attractive to the big businesses as to compel them to invest in this 
insurance, instead of building up their own reserves against these 
losses. It might be cheaper for them. 
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Mr. Firspatrick. I believe that industry would be at least most 
interested, and if they found it favorable to them financially they 
would certainly want to support a program. 

Mr. Wotcort. The only reserve they would have to carry would 
be against the deductibles? 

Mr. Firspatrick. That is correct. At the present time, the rates, 
of course, in our area, at least, are so prohibitive that it is out of the 
question for industry. 

Mr. Wo.corr. You have been hit pretty hard on tornadoes lately? 

Mr. Firspatricx. We have had substantial hurricane damage over 
the last several years, yes, since beginning in 1938, and more frequently 
in recent years. 

Mr. Wotcorr. Do you know definitely whether your fire policies 
on your public buildings are comprehensive enough to include wind 
damage? 

Mr. Firspatrickx. As it happens, we have had no severe losses to 
municipal property. I might explain to the Congressmen that ours 
is a very new administration of the city government. We are just 
in office 1 month. 

Mr. Wo.corr. Western Massachusetts must have had some. They 
had a big tornado go through there. 

Mr. Firspatricx. A few years ago; yes, sir. 

Mr. Wotcorr. You don’t know whether the municipalities were 
covered for tornadoes? 

Mr. Firspatrick. I don’t know. Any insurance that is available 
would not have covered us for our losses of last August and October. 

Mr. Wotcorr. That is all. 

Mr. Brown. Any other questions, gentlemen? 

Mr. O’Hara. Mr. Chairman. 

I noticed in the statement of Mayor Bergin before the committee 
of the other body 


We want and need flood control. We want Federal aid on river planning. We 
want substantial Federal aidin the redevelopment program. We want all possible 
Federal aid in insuring against future disasters. 

Which one of these do you put in priority? 

Mr. Firspatrrick. What page is that under? 

Mr. O’Hara. Page 1 of the statement transmitted by Mayor Bergin, 
then mayor elect, to the Committee on Banking and Currency of the 
other body. 

Mr. Firspatrick. The answer to that, without any question, is 
flood control. 

Mr. O’Hara. And after flood control, what? 

Mr. Firspatrick. Flood control, if it is established in a complete 
form, to be followed then by a program of disaster insurance. 

Mr. O’Hara. But, first, there must be flood control? 

Mr. Firspatrick. For several reasons, one principally from the 
Government’s own point of view, that money spent on flood control 
now will save many times that amount in insurance payments later, 
should an insurance program be adopted. 

Mr. O’Hara. If first we have adequate flood control, the risks will 
be smaller and, therefore, the premiums probably will be on a reason- 
able scale. Is that your conclusion? 

Mr. Firspatrick. That is correct, but also even aside from the 
question of any insurance, for the protection of the lives and safety 
of our citizens, flood control is imperative. 
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Mr. O’Hara. I was going into that. How many lives were lost in 
Waterbury? 

Mr. Firsparrick. Twenty-eight, I believe. 

Mr. O’Hara. And no amount of insurance could have brought back 
those lives? 

Mr. Firsparrick. That is correct, sir. 

Mr. O’Hara. Unless there is flood control to prevent similar 
disasters in the future lives will be lost and lives will not be saved by 
the fact they were insured? 

Mr. Firsparrick. There can be no payment for them; no, sir. 

Mr. O’Hara. Then you think at this time that the greater pressure 
should be brought upon the enactment of necessary flood control 
legislation and the appropriations therefor? 

Mr. Firsparrick. Let me answer you, Mr. O’Hara, by para- 
phrasing what I said earlier: That we feel that we can recommend 
and would favor two forms of insurance, though they may not be 
called actually insurance: One, preinsurance in the form of flood 
control, the other actual insurance in the form of a system for paying 
losses. We believe that actually both are insurance, however different 
they may be terminologically. 

Mr. O’Hara. You are recommending if this committee should pass 
legislation of this nature, you are recommending the Dodd bill in its 
essential principles? 

Mr. Firspatrrick. Yes, essentially. 

Mr. O’Hara. I have not had the opportunity yet of studying that 
bill in detail, but I have such high regard for Congressman Dodd as a 
great lawyer, and a sound thinker, that I shall study the measure 
with greater interest because of your recommendation. 

Thank you. 

Mr. Firspatrickx. Thank you very much, Mr. O’Hara. 

Mr. Brown. Any other questions, gentlemen? 

If not—— 

Mr. Mumma. Mr. Brown. 

Have the Hartford companies been able to offer any indication that 
they were interested in the insurance at all? That is the insurance 
center of the world, isn’t it? 

Mr. Firsparrick. That is correct. 

To answer your question directly, no, I do not. I know second- 
hand from testimony offered at the Senate committee hearings in 
Hartford, as was mentioned earlier this morning, that they are not 
particularly interested. However, we are strongly in favor of any 
plan which will utilize services of the insurance companies, to theirs 
and the country’s advantage in such a program. 

Mr. Mumma. It is all a matter of rate, isn’t it? 

Mr. Firsparrick. That is correct. 

There was discussion this morning about a rate of 30 percent. Also 
we have heard in Waterbury of a rate of 12% percent, but it has not 
been brought out that there is one hitch to all this, but that involves 
acceptance of you as a risk and even at 30 percent they won’t take a 
great number of risks—property in low-lying areas, for instance. 
They won’t take it at 30 percent. 

Mr. Mumma. That French River fellow must have been an awfully 
good salesman. He made both ends. That isa problem. You take 
a million dollar loss, and a million dollar tax loss against a $50 million 
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capital loss, and even a million dollars a year would take 50 years for 
the insurance company to get even on that one loss. 

Mr. Firsparrick. That is correct, sir. 

Mr. Mumma. I doubt if the city could collect a million dollars a 
year in premiums for that insurance, could they? They wouldn't 
want to pay that much. 

Mr. Firspatricx. We frankly could not afford it. As I said, we 
have just borrowed money to try to start building ourselves back. 

Mr. Mumma. It all gets back to price. 

Mr. Firspatrrick. That is it. 

Mr. Mumma. I think your problem there in the Dodd bill is where 
the insured would have the privilege of either taking cash or a loan 
which he could pay off, whichever would work out best for his par- 
ticular business, and not affect or hurt the community, 

Mr. Frrsparrick. Yes. That had a special appeal to us because 
of the very problem you are discussing, the rate. It would seem any- 
one who wants to take only that one type of insurance would be able 
to get it at a substantially lower rate than if he expected a cash pay- 
ment for losses. 

Mr. Mumma. You did make a statement, unless I misheard it, 
about getting the insurance free. Would it cease to become insurance 
if vou got it free? 

Mr. Firsparrick. Well, you must realize, sir, that our community, 
like many others, has been so badly hit that it is impossible to describe 
it unless you see it personally. It is a problem financially that has 
us spending many sleepless hours and, frankly, the city can afford, if 
any payment on insurance, then the very barest minimum. Ours is 
not the only city with that problem. 

Mr. Brown. Mr. Fitzpatrick, we are glad to have your testimony 
You may be excused now. 

The committee will adjourn now to meet tomorrow at 10 o’clock, 

(Whereupon, at 11:55 a. m., the committee adjourned until Wed- 
nesday, February 8, 1956, at 10 a. m.) 
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WEDNESDAY, FEBRUARY 8, 1956 


House oF REPRESENTATIVES, 
ComMITTEE ON BANKING AND CURRENCY, 
New Hovse Orrice BurLpine, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Abraham J. Multer presiding. 

Present: Messrs. Multer, Brown, O’Hara, Vanik, Kilburn, Betts, 
Mumma, and Nicholson. 

Mr. Mutter. The committee will please be in order. 

I regret that it is necessary to announce that many of the members 
are presently occupied elsewhere. We hope that they will be in during 
the course of the morning and participate. 

In any event, I want to assure all of the witnesses who attend here 
that their testimony will be transcribed and printed. It will be avail- 
able to all of the members of the committee, and I am quite certain 
that they will all have made themselves familiar with it before we go 
into executive session on this bill that we are now considering. 

Mr. Clerk, will you call the first witness, please? 

The CLterx. Mr. Chairman, the first witness is Mr. J. Victor Herd, 
representing the American Insurance Association. 

Mr. Mutter. Mr. Herd, will you come forward. 

You may be seated, if you will, please. We don’t swear our wit- 
nesses here. We are very happy to have you here. I am particularly 
proud that I am in the chair to welcome a fellow Brooklynite. 

Mr. Herp. Thank you, sir. 

Mr. Muttrrn. You may proceed, Mr. Herd, to give us your full 
statement. 

I understand you have a prepared statement. You may interpolate, 
if you so desire, or read the whole statement and then we will address 
questions to you. 


STATEMENT OF J. VICTOR HERD, CHAIRMAN, COMMITTEE ON 


FLOODS AND FLOOD DAMAGE, AMERICAN INSURANCE ASSO- 
CIATION 


Mr. Herp. Chairman Multer, ladies and gentlemen, my name is 
J. V. Herd. I appear before you today for the American Insurance 
Association, and as chairman of a special committee to study fioods 
and flood damage appointed by the American Insurance Association. 

In addition, | have been authorized as president of the National 
Board of Fire Underwriters to speak for the companies, members of 
that board. 

With me bere today is Mr. H. Clay Johnson, who is executive vice 
president and general counsel of the Royal Liverpool group of insur- 
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ance companies. Mr. Jobnson is also a member of the special com- 
mittee of the American Insurance Association, and is also authorized 
to represent the National Board of Fire Underwriters. 

With us here today is aiso Mr. J. Raymond Berry, general counsel 
of the National Board of Fire Underwriters, whose committee on laws 
has the legislative aspects of anv program before it for consideration. 

We have asked, with vour indulgence, Mr. H. Allen Foster, who is 
an associate of Parsons, Brinckerhoff, Hall & Macdonald, to be with 
us today. Mr. Foster is the gentleman who has been immediately 
concerned with the engineering, hydrological, and meteorological 
aspects of these flood threats since he was engaged formally by the 
American Insurance Association, following the disastrous floods in 
Kansas City, Mo., area in 1951. 

Any of those gentiemen, or all of them, will be available should you 
and your associates wish to avail vourself of their services. 

The association embraces within its membership domestic and alien 
stock insurance companies licensed and admitted to do the business of 
fire, marine, and casualty insurance in the United States, its Terri- 
tories, and possessions. Most members of the association are trans- 
acting a worldwide business. For your convenient reference, a list of 
company members is attached to this statement. 

The association property insurance companies transact probably 
more than 80 percent of the total insurance written by stock insurers 
in the United States and probably more than 65 to 70 percent of the 
total property insurance business transacted by all admitted preperty 
insurance companies, stock, mutual, and reciprocal. 

The tradidonal position of insurance company underwriters has 
been that specific flood insurance covering fixed location properties in 
areas subject to recurrent floods cannot feasibly be written because of 
the virtual certainty of loss, its catastrophic nature, and the reluctance 
or inability of the public to pay the premium charge required to make 
the insurance self-sustaining. Obviously, any insurance program 
which does not cover areas subject to recurrent floods would not meet 
the public need. 

Prior to 1951 the position of the business was based largely on 
informed underwriting judgment and on the unfavorable underwriting 
experience of certain companies that had attempted to provide specific 
flood insurance on fixed location properties. Immediately following 
the disastrous floods of 1951 in Kansas and Missouri, capital stock 
insurance companies began a reexamination of their position in regard 
to flood insurance. The engineering firm of Parsons, Brinckerhoff, 
Hall & Macdonald was retained to assist in the technical phases of this 
study. The insurance companies concluded, on the basis of the 
engineers’ report and the practical realities of the business, that 
insurance against the peril of flood cannot successfully be written. 


The National Association of Insurance Agents concurred in this 
conclusion. 

Upon the happening of the August 1955 floods in the Northeastern 
States, the engineering firm of Parsons, Brinckerhoff, Hall & Mac- 
donald was again retained by capital stock insurance companies, 
through American Insurance Association, to study the problem of 
floods and flood damage and to review their April 1952 Report on 
Floods and Flood Damage in the light of the August 1955 floods. 
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Before this investigation could be completed, however, the floods of 
October 1955 occurred, and the engineers were then asked to extend 
their survey to include this disaster. 

As the engineers were completing their Report on Floods and Flood 
Damage of 1955 in the Northeastern States, catastrophic floods 
occurred on the Pacific coast. On the chance that unique meteorolog!- 
cal or other causative factors which had not previously been con- 
sidered might be involved in the Pacific coast floods, the engineers 
were requested again to enlarge their investigation by studying the 
nature and effect of these floods. While a report on the Pacific coast 
floods will not be available formally for immediate inclusion in this 
study, it will be published in supplemental form upon completion. 

May | interpolate there, Mr. Chairman, to say that Mr. Foster tells 
us that he has received some preliminary advice from his engineer on 
the Pacific coast who has been looking into the December floods at 
our request. 

Nothing in the Report on Floods and Flood Damage of 1955 in the 
Northeastern States, nor in the further study of the insurance aspects 
of this subject by capital stock insurance companies has provided any 
basis for altering the conclusion previously reached that insurance 
against peril of flood cannot be successfully written. On the con- 
trary, the further study that has been given this subject has supported 
and strengthened this conclusion. 

There is attached, Mr. Chairman, to this formal statement a press 
release Which was issued by the American Insurance Association on 
November 2, 1955, and sets forth in formal language these conclusions 
as referred to. 

Indeed, the investigation of the engineers strongly indicates that 
neither the maximum probable loss from floods nor the maximum 
probable frequency of flood occurrences in any given period has yet 
historically been experienced in the United States. 

A realistic approach to the problem of flood damage would still 
seem to be an orderly plan for relief and for rehabilitation of essential 
services plus a long-range flood-control program in which Federal, 
State, and local government could cooperate to reduce the probability 
of damage by flood. It would be inappropriate for the insurance 
business to volunteer recommendations to the Congress of the United 
States regarding the course it should follow in dealing with the problem 
of flood damage, but it is not inappropriate to repeat the offer pre- 
viously made by capital stock insurance companies, and their local 
agents, to cooperate fully by making available their facilities in con- 
nection with any flood damage or indemnity program which might be 
enacted by the Congress of the United States or of any State or other 
competent authority. 

That concludes the written statement, and I might add, Mr. 
Chairman, that the precedent for the industry making its facilities 
available in connection with a program of indemnity was established 
during the war damage days, and I might add that both Mr. Clay 
Johnson and I had a hand in administering that program. Mr. 
Johnson in those days was with the Reconstruction Finaace Corpora- 
tion, and amongst his other various duties was vice president of the 
War Damage Corporation, and I was down here acting as liaison 
between the insurance industry and the War Damage Corporation, 
and as a vice president of the War Damage Corporation. 


72544—56——_2: 
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Mr. Mutrer. Mr. Herd, we will make a part of the record in 
addition to the statement which you read, the list of names of com- 
panies which is appended to your statement, as well as the release of 
November 2, 1955, which is attached to your statement. 

They will be incorporated in full. 

(The material referred to is as follows:) 


MemsBersuip List, AMERICAN INSURANCE AssocIATION, New York, N., Y., 
JANUARY 1956 
Aetna Insurance Group, 670 Main Street, Hartford 15, Conn. 
Aetna Insurance Co. 
The World Fire & Marine Insurance Co. 
Standard Insurance Company of New York 
The Century Indemnity Co. 
Aetna Life Affiliated Companies, 151 Farmington Avenue, Hartford 15, Conn. 
The Aetna Casualty & Surety Co. 
The Standard Fire Insurance Co. 
Agricultural Group, 215 Washington Street, Watertown, N. Y. 
Agricultural Insurance Co. 
Empire State Insurance Co. 
American Fore Insurance Group, 80 Maiden Lane, New York 38, N. Y. 
The Continental] Insurance Co. 
Fidelity-Phoenix Fire Insurance Company of New York 
Niagara Fire Insurance Co. 
The Fidelity & Casualty Company of New York 
The American Insurance Group, 15 Washington Street, Newark 1, N. J. 
The American Insurance Co. 
Bankers Indemnity Insurance Co. 
American Reinsurance Group, 99 John Street, New York 38, N. Y. 
American Re-Insurance Co. 
American Reserve Insurance Co. 
American Surety Group, 100 Broadway, New York 5, N. Y. 
American Surety Company of New York 
Surety Fire Insurance Co. 
Atlas Group, 55 Fifth Avenue, New York 3, N. Y. 
Atlas Assurance Co., Ltd. 
Albany Insurance Co. 
Quaker City Fire & Marine Insurance Co. 
Boston Group, 87 Kilby Street, Boston, Mass. 
Boston Insurance Co. 
Old Colony Insurance Co. 
Buffalo Insurance Co., 220 Delaware Avenue, Buffalo 2, N. Y. 
Buffalo Insurance Co. 
Caledonian Group, 150 Cogswell Street, Hartford 2, Conn. 
United States Branch, Caledonian Insurance Co. 
Caledonian-American Insurance Company of New York 
United States Branch, The Netherlands Insurance Co., established 1845 
The Camden Fire Insurance Association, Fifth and Federal Streets, Camden |, 
The Camden Fire Insurance Association 
Century Group, 111 John Street, New York 38, N. Y. 
The Century Insurance Co., Ltd. 
The Pacific Coast Fire Insurance Co. 
Chubb & Son Group, 90 John Street, New York 38, N. Y. 
Federal Insurance Co. 
Vigilant Insurance Co. 
Alliance Assurance Co., Ltd. 
The Sea Insurance Co., Ltd. 
The Marine Insurance Co., Ltd. 
Commercial Union-Ocean Group, 1 Park Avenue, New York 16, N. Y. 
Commercial Union Assurance Co., Ltd. 
The Palatine Insurance Co., Ltd. 
Union Assurance Society, Ltd. 
Commercial Union Fire Insurance Co. 
California Insurance Co. 
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American Central Insurance Co. 

The British General Insurance Co., Ltd. 
The Ocean Accident & Guaranty Corp., Ltd. 
Columbia Casualty Co. 

Crum & Forster Group, 110 William Street, New York 38, N. Y. 

The North River Insurance Co. 
Southern Fire Insurance Co. 
United States Fire Insurance Co. 
Westchester Fire Insurance Co. 
United States Branch: 
The British America Assurance Co. 
The Western Assurance Co. 
Employers’ Group, 110 Milk Street, Boston 7, Mass. 
The Employers’ Liability Assurance Corp., Ltd. 
The Employers’ Fire Insurance Co. 
American Employers’ Insurance Co. 
The Halifax Insurance Co. 
Fidelity & Deposit Company of Maryland, Charles & Lexington Streets, Balti- 
more 3, Md. 
Fidelity & Deposit Company of Maryland 
American Bonding Company of Baltimore 

Fire Association Group, 401 Walnut Street, Philadelphia 6, Pa. 
Fire Association of Philadelphia 
Reliance Insurance Company of Philadelphia 
Eureka Casualty Co. 

Fireman’s Fund Group, 401 California Street, San Francisco 20, Calif. 
Fireman’s Fund Insurance Co. 

Home Fire & Marine Insurance Co. 
Fireman’s Fund Indemnity Co. 

National Surety Corp. 

National Surety Marine Insurance Corp. 

General Accident Group, Fourth and Walnut Streets, Philadelphia 5, Pa. 
United States Branch, General Accident Fire & Life Assurance Corp., Ltd. 
The Potomac Insurance Company of the District of Columbia 

General Reinsurance Group, 90 John Street, New York 38, N. Y. 
General Reinsurance Corp. 
North Star Reinsurance 7 

Glens Falls Insurance Group, 291 Glen Street, Glens Falls, N. Y. 
Glens Falls Insurance Co. 

Glens Falls Indemnity Co. 
Commerce Insurance Co. 
Great American Group of Insurance Companies, 1 Liberty Street, New York 5, 
+ yr » 

Great American Insurance Co. 

Great American Indemnity Co. 

American National Fire Insurance Co. 

Detroit Fire & Marine Insurance Co. 

Massachusetts Fire & Marine Insurance Co. 

Rochester American Insurance Co. 

Hanover Group, 111 John Street, (Post Office Box 122, Peck Slip Station), New 

York 38, N. Y. 
The Hanover Fire Insurance Co. 
The Fulton Fire Insurance Co. 

Hartford Fire Group, 690 Asylum Avenue, Hartford 15, Conn. 

Hartford Fire Insurance Co. 

Hartford Accident & Indemnity Co. 

New York Underwriters Insurance Co. 
Citizens Insurance Company of New Jersey 
Northwestern Fire & Marine Insurance Co. 
Twin City Fire Insurance Co. 

Hartford Live Stock Insurance Co. 

Home Group, 59 Maiden Lane, New York 8, N. Y. 
The Home Insurance Company 
The Home Indemnity Company 

Industrial Indemnity Co., 155 Sansome Street, San Francisco 4, Calif. 
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London Group, 99 John Street, New York 38, N. Y. 
The London Assurance 
The Manhattan Fire & Marine Insurance Co. 

The Guarantee Insurance Company of Los Angeles 

London & Lancashire Group, 20 Trinity Street, Hartford 2, Conn. 
The London & Lancashire Insurance Co., Ltd. 

Orient Insurance Co. 
Safeguard Insurance Co. 
Law Union & Rock Insurance Co., Ltd. 
Standard Marine Insurance Co., Ltd. 
London & Lancashire Indemnity Co. 

Loyalty Group, 10 Park Place, Newark 1, N. J. 
Firemen’s Insurance Company of Newark, N. J. 
National-Ben Franklin Insurance Company of Pittsburgh, Pa. 
The Concordia Fire Insurance Company of Milwaukee 
Milwaukee Insurance Company of Milwaukee, Wis. 
The Metropolitan Casualty Insurance Company of New York 
Commercial Insurance Company of Newark, N. J. 

Maryland Casualty Co., 701 West 40th Street, Baltimore 3, Md. 
Maryland Casualty Co. 

Merchants of New York Group, 225 Broadway, New York 7, N. Y. 
Merchants Fire Assurance Corporation of New York 
Merchants Indemnity Corporation of New York 

Millers National Group, 20 North Wacker Drive, Chicago 6, Ill. 
Millers National Insurance Co. 

Illinois Fire Insurance Co. 

J. A. Munro Group, 90 John Street, New York 38, N. Y. 
Prudential Insurance Company of Great Britain 
Skandia Insurance Co. 

Hudson Insurance Co. 

National of Hartford Group, 1000 Asylum Avenue, Hartford 15, Conn. 
National Fire Insurance Company of Hartford 
Transcontinental Insurance Co. 

National Union Group, 139 University Place, Pittsburgh 13, Pa. 

National Union Fire Insuranee Company of Pittsburgh, Pa. 
Birmingham Fire Insurance Company of Pennsylvania 
National Union Indemnity Co. 

New Amsterdam Group, 227 St. Paul Street, Baltimore 3, Md. 
New Amsterdam Casualty Co. 

United States Casualty Co. 

New Hampshire Group, 1750 Elm Street (Drawer 488), Manchester, N. H. 

New Hamsphire Fire Insurance Co. 
Granite State Fire Insurance Co. 
American Fidelity Co. 
North British Group, 150 William Street, New York 38, N. Y. 
North British & Mercantile Insurance Co., Ltd. 
The Ocean Marine Insurance Co., Ltd. 
The Mercantile Insurance Company of America 
The Commonwealth Insurance Company of New York 
The Pennsylvania Fire Insurance Co. 
The Homeland Insurance Company of America 
Central Surety & Insurance Corp. 
Northern Group, 150 William Street, (Post Office Box 399, Peck Slip Station), 
New York 38, N. Y. 
The Northern Assurance Co., Ltd. 
American Marine & General Insurance Co. 

Northern of New York Group, 83 Maiden Lane, New York 38, N. Y. 
Northern Insurance Company of New York 
Assurance Company of America 

Norwich Union Group, 75 Maiden Lane, New York 38, N. Y. 
Norwich Union Fire Insurance Society, Ltd. 

The Eagle Fire Company of New York 
Pacific Fire Insurance Company Group, 12 Gold Street, (Post Office Box 116, 
Peck Slip Station), New York 38, N. Y. 
Pacific Fire Insurance Co. 
Bankers & Shippers Insurance Co. of New York 
Jersey Insurance Company of New York 
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Pearl American Group, 19 Rector Street, New York 6, N. Y. 
Pearl Assurance Co., Ltd. 
Monarch Fire Insurance Co. 
The Eureka-Security Fire & Marine Insurance Co. 
The Phoenix-Connecticut Group, 61 Woodland Street, Hartford 15, Conn. 
The Phoenix Insurance Co. 
The Connecticut Fire Insurance Co. 
Equitable Fire & Marine Insurance Co. 
Minneapolis Fire & Marine Insurance Co. 
Phoenix of London Group, 55 Fifth Avenue, New York 3, N. Y. 
London Guarantee & Accident Co., Ltd. 
Phoenix Assurance Company of New York 
Columbia Insurance Company of New York 
United Firemen’s Insurance Co. 
Union Marine & General Insurance Co., Ltd. 
Providence Washington Insurance Group, 20 Washington Place, Providence, R. I. 
Providence Washington Insurance Co. 
Providence Washington Indemnity Co. 
Reinsurance Group, 99 John Street, New York 38, N. Y. 
The Reinsurance Corporation of New York 
National Reinsurance Corp. 
Royal Exchange Group, 111 John Street, New York 38, N. Y. 
Royal Exchange Assurance 
Provident Fire Insurance Co. 
The State Assurance Co., Ltd. 
Car & General Insurance Corp., Ltd. 
{oyal-Liverpool Insurance Group, 150 William Street, New York 38, 
Royal Insurance Co., Ltd. 
The Liverpool & London & Globe Insurance Co., Ltd. 
Royal Indemnity Co. 
Globe Indemnity Co. 
Queen Insurance Company of America 
Newark Insurance Co. 
Star Insurance Company of America 
American & Foreign Insurance Co. 
The British & Foreign Marine Insurance Co., Ltd. 
Thames & Mersey Marine Insurance Co., Ltd. 
Virginia Fire & Marine Insurance Co. 
The St. Paul Companies, 111 West Fifth Street, St. Paul 2, Minn. 
St. Paul Fire & Marine Insurance Co. 
Mercury Insurance Co. 
Saint Paul-Mercury Indemnity Co. 
Scottish Union Group, 75 Elm Street, Hartford 2, Conn. 
Scottish Union & National Insurance Co. 
American Union Insurance Company of New York 
Security, Connecticut, Group, 175 Whitney Avenue, New Haven 5, Conn. 
Security Insurance Company of New Haven 
The Connecticut Indemnity Co. 
The Springfield Group of Insurance Companies, 1250 State Street (Post Office 
Box 1021), Springfield 1, Mass. 
Springfield Fire & Marine Insurance Co. 
New England Insurance Co. 
Michigan Fire & Marine Insurance Co. 
Standard Accident Group, 640 Temple Avenue, Detroit 32, Mich. 
Standard Accident Insurance Co. 
Planet Insurance Co. 
Sun Group, 55 Fifth Avenue, New York 3, N. Y. 
Sun Insurance Office, Ltd. 
Sun Insurance Company of New York 
Swiss Reinsurance Group, 161 East 42d Street, New York 17, N. Y. 
Swiss Reinsurance hieuas of Zurich, Switzerland 
North American Fire & Marine Reinsurance Corp. 
North American Casualty & Surety Reinsurance Corp. 
Transamerica Group, 460 Montgomery Street, San Francisco 20, Calif 
Pacific National Fire Insurance Co. 
Paramount Fire Insurance Co. 
Manufacturers Casualty Insurance Co. 
Manufacturers Fire Insurance Co. 
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The Travelers Group, Hartford, Conn. 

The Travelers Insurance Co. 

The Travelers Indemnity Co. 

The Travelers Fire Insurance Co. 

The Charter Oak Fire Insurance Co. 
United States Fidelity & Guaranty Group, United States Fidelity & Guaranty 

Building, Baltimore 3, Md. 

United States Fidelity & Guaranty Co., Baltimore, Md. 

Fidelity & Guaranty Insurance Underwriters, Inc., Baltimore, Md. 
Yorkshire Group, 90 John Street, New York 38, N. 

The Yorkshire Insurance Company of New York. 

Seaboard Fire & Marine Insurance Company of New York 


GENERAL COMMITTEE ELECTED (MAY 7, 1955) 


America Fore Insurance Group London & Lancashire Group 

American Surety Group Loyalty Group 

Chubb & Son Group The ST. Paul Companies 

Commercial Union-Ocean Group Standard Accident Group 

Employers’ Group United States Fidelity & Guaranty 
Fireman’s Fund Group Group 


Glens Falls Insurance Group 





NATIONAL Boarp oF FirE UNDERWRITERS, FEBRUARY,7, 1956 


Aetna Casualty & Surety Co., Hartford, Conn. 
Aetna Insurance Co., Hartford 
Agricultural Insurance Co., Watertown, N. Y. 
Albany Insurance Co., Albany, N. Y. 
American Automobile Insurance Co., St. Louis, Mo. 
American Bonding Company of Baltimore, Baltimore 
American Central Insurance Co., St. Louis 
American Employers’ Insurance Co., Boston 
American Equitable Assurance Co., New York 
American Fire Insurance Co., Washington, D. C. 
American Guarantee and Liability Insurance Co., New York 
American Home Assurance Co., New York 
American Insurance Co., Newark, N. J. 
American Liberty Insurance Co., Birmingham, Ala. 
Ameriean Marine & General Insurance Co., New York 
American National Fire Insurance Co., New York 
American & Foreign Insurance Co., New York 
American Reinsurance Co., New York 
American Surety Company of New York, N. Y. 
American Union Insurance Co., New York 
Assurance Company of America, New York 
Atlas Assurance Co., Ltd., London 
Baloise Marine Insurance Co., Ltd., San Francisco 
Bankers & Shippers Insurance Co., New York 
Birmingham Fire Insurance Company of Alabama, Birmingham 
Birmingham Fire Insurance Company of Pennsylvania, Pittsburgh 
Boston Insurance Co., Boston 
British America Assurance Co., Toronto, Canada 
British General Insurance Co., Ltd., London 
British & Foreign Marine Insurance Co., Ltd., Liverpool 
Buffalo Insurance Co., Buffalo 
Caledonian-American Insurance Co., Hartford 
Caledonian Insurance Co., Scotland 
California Insurance Co., San Francisco 
Calvert Fire Insurance Co., Baltimore 

Camden Fire Insurance Association, Camden, N. J. 
Canadian Fire Insurance Co., Winni eg, Canada 
Central Surety Fire Corp., Kansas ity, Mo. 
Central Surety & Insurance Corp., Kansas City 
Century Indemnity Co., Hartford 
Century Insurance Co., Ltd., Edinburgh 
Charter Oak Fire Insurance Co., Hartford 
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Cherokee Insurance Co., Nashville 

Church Fire Insurance Corp., New York 

Christiania General Insurance Corporation of New York, N. Y. 
Citizens Insurance Company of New Jersey, Holland Township 
Columbia Insurance Company of New Y ork, 5, ABN 96 

Commerce Insurance Co., Glens Falls, N. Y. 

Commercial Insurance Co., Newark, N. J. 

Commercial Union Assurance Co., Ltd., ene 

Commercial Union Fire Insurance Co., New York 
Commonwealth Insurance Co., New York 

Connecticut Fire Insurance Co., Hartford 

Connecticut Indemnity Co., New Haven 

Constitution Insurance Corporation of New York, N. Y. 
Continental Insurance Co., New York 

Detroit F. & M. Insurance Co., Detroit 

a F. & M. Insurance Co., Dubuque, Iowa 

Eagle Fire Company of New York, N. Y. 

Empire State Insurance Co., Watertown, N. Y. 

Employers’ Fire Insurance Co., Boston 

Employers’ Liability Assurance Corp., Ltd., London 
Employers Reinsurance Corp., Kansas City, Mo. 

Equitable F. & M. Insurance Co., Providence 

Eureka-Security F. & M. Insurance Co., Cincinnati 

Excelsior Insurance Co., Syracuse 

Farmers’ Fire Insurance Co., York, Pa. 

Federal Insurance Co., Flemington, N. J. 

Fidelity-Phenix Fire Insurance Co., New York 

Fidelity & Deposit Company of Maryland, Baltimore 

Fidelity & Guaranty Insurance Underwriters, Inc., Ohio 

Fire Association, Philadelphia 

Fire man’s Fund Indemnity Co., — Francisco 

Fire man’ ’s Fund Insurance Co., San Francisco 

Firemen’s Insurance Co., New: ark, N. J. 

Firemen’s Insurance Co., Washington, D. C. 

French Union & Universal Insurance Co., Paris 

Fulton Insurance Co., New York 

General Accident F. & L. Assurance C orp., Ltd., Perth, Scotland 
General Security Assurance Corporatior of New Y ork, New York 
Girard Insurance Co., Philadelphia ! 

Glens Falls Insurance Co., Glens Falls, N. Y. 

Globe & Republic Insurance Company of America, Philadelphia 
Globe Indemnity Co., New York 

Granite State Insurance Co., Manchester, N. H. 

Great American Indemnity Co., New York 

Great American Insurance Co., New York 

Halifax Insurance Company of Massachusetts, Boston 
Hanover Fire Insurance Co., New York 

Hartford Fire Insurance Co., Hartford 

Home F. & M. Insurance Co., San Francisco 

Home Insurance Co., New York 

Home Insurance Company of Hawaii, Ltd., Honolulu, T. H. 
Homeland Insurance Company of America, New York 
Industrial Indemnity Co., San Francisco 

Insurance Company of the State of Pennsylvania, Philadelphia 
International Insurance Co., New York 

Inter-Ocean Reinsurance Co., Cedar Rapids 

Jersey Insurance Co., New York 

Kansas City F. & M. Insurance Co., Kansas City, Mo. 

La Paternelle Fire & General Insurance Co., Ltd., Paris 

Law, Union & Rock Insurance Co., Ltd., London 

Liverpool & London & Globe Insurance Co., Ltd., Liverpool 

London Assurance, The, London 

z ondon & Lancashire Inde smnity, Company of America, New York 
London & Lancashire Insurance C o., Ltd., London 

London Guarantee and Accident Co., Ltd., New York 
Manhattan F. & M. Insurance Co., New York 

Manufacturers Casualty Insurance Co., Philadelphia 


' Resigning 3/20/56 
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Maryland Casualty Co., Baltimore 

Massachusetts Bonding & Insurance Co., Boston, Mass. 
Massachusetts F. & M. Insurance Co., Boston 

Mercantile Insurance Company of America, New York 
Merchants & Manufacturers Insurance Co., New York 
Mercury Insurance Co., St. Paul 

Metropolitan Casualty Insurance Company of New York, Newark, N. J. 
Metropolitan Fire Assurance Company of New York 
Michigan F. & M. Insurance Co., Detroit 

Milwaukee Insurance Co., Milwaukee 

Minneapolis F. & M. Insurance Co., Minneapolis 
Monarch Fire Insurance Co., Cleveland 

National-Ben Franklin Insurance Co. Pittsburgh 

National Capital Insurance Co., Washington, D. C. 
National Fire Insurance Co., Hartford 

National Reinsurance Corp., New York 

National Surety Corp., New York 

National Union Indemnity Co., Pittsburgh 

National Union Insurance Co., Washington, D. C. 
National Union Fire Insurance Co., Pittsburgh 
Netherlands Insurance Co., The Hague, Holland 

Newark Insurance Co.. Newark, N. J. 

New England Insurance Co., Springfield 

New Hampshire Fire Insurance Co., Manchester, N. H. 
New Rotterdam Insurance Co., Rotterdam, The Netherlands 
New York Fire Insurance Co., New York 

New York Underwriters Insurance Co., New York 

New Zealand Insurance Co., Ltd., Auckland, New Zealand 
Niagara Fire Insurance Co., New York 

North British & Mercantile Insurance Co., Ltd., London & Edinburgh 
North River Insurance Co., New. York 

North Star Reinsurance Corp., New York 

Northeastern Insurance Co., Hartford 

Northern Assurance Co., Ltd., London 

Northern Insurance Company of New York, New York 
Northwestern F. & M. Insurance Co., Minneapolis 
Norwich Union Fire Insurance Society, Ltd., Norwich, England 
Ohio Farmers Insurance Co., LeRoy, Ohio 

Old Colony Insurance Co., Boston 

Orient Insurance Co., Hartford 

Pacific Coast Fire Insurance Co., Vancouver, British Columbia 
Pacific Fire Insurance Co., New York 

Pacific National Fire Insurance Co., San Francisco 
Palatine Insurance Co., Ltd., London 

Paramount Fire Insurance Co., New York 

Pearl Assurance Co., Ltd., London 

Pennsylvania Fire Insurance Co., Philadelphia 

Phoenix Assurance Company of New York, New York 
Phoenix Insurance Co., Hartford 

Planet Insurance Co., Detroit 

Potomac Insurance Company of the District of Columbia, Philadelphia 
Progressive Fire Insurance Co., Atlanta 

Providence Washington Insurance Co., Providence, R. I. 
Provident Fire Insurance Co., New Hampshire 

Prudential Insurance Company of Great Britain, London 
Quaker City F. & M. Insurance Co., Philadelphia 

Queen Insurance Company of America, New York 
Reinsurance Corporation of New York, New York 
Reliance Insurance Company of Philadelphia 

tochester American Insurance Co., New York 

toyal Indemnity Co., New York 

Royal Insurance Co., Ltd., Liverpool 

Royal Exchange Assurance, London 

Safeguard Insurance Co., New York 

St. Paul F. & M. Insurance Co., St. Paul 

Seottish Union & National Insurance Co., Edinburgh 

Sea Insurance Co., Liverpool 

Seaboard F. & M. Insurance Co., New York 
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Security Insurance Company of New Haven, New Haven, Conn 
Skandia Insurance Co., Stockholm 

Skandinavia Insurance Co., Ltd., Denmark 

South British Insurance Co., Ltd., Auckland, New Zealand 
South Carolina Insurance Co., Columbia, 8. C. 

Southern Fire & Casualty Co., Knoxville 

Southern Fire Insurance Company of Durham, N. C. 
Springfield F. & M. Insurance Co., Springfield, Mass. 
Standard Accident Insurance Co., Detroit 

Standard Insurance Company of New York, Hartford, Conn. 
Standard Fire Insurance Co., Hartford 

Standard Fire Insurance Company of New Jersey, Trenton 
Standard Marine Insurance Co., Ltd. (Fire Department), Liverpool 
Star Insurance Company of America, New York 

State Assurance Co., Ltd., Liverpool 

Sun Insurance Office, Ltd., London 

Sun Insurance Company of New York, New York 

Surety Fire Insurance Co., New York 

Swiss Reinsurance Co., Zurich, Switzerland 

“Switzerland”? General Insurance Co., Ltd., Zurich 
Thames & Mersey Marine Insurance Co., Liverpool 
Transcontinental Insurance Co., New York 

Travelers Fire Insurance Co., Hartford 

Twin City Fire Insurance Co., Minneapolis 

Union Assurance Society, Ltd., London 

Union Insurance Society of Canton, Ltd., Hong Kong 
Union Marine & General Insurance Co., Ltd., Liverpool 
Union & Phenix Espanol Insurance Co., Madrid 

Union Reinsurance Co., Zurich, Switzerland 

United Firemen’s Insurance Co., New York 

United States Fidelity & Guaranty Co., Baltimore 

United States Fire Insurance Co., New York 

Unity Fire & General Insurance Co., New York 

Urbaine Fire Insurance Co., Paris 

Utah Home Fire Insurance Co., Salt Lake City 

Vigilant Insurance Co., New York 

Virginia F. & M. Insurance Co., Richmond, Va. 
Westchester Fire Insurance Co., New York 

Western Assurance Co., Toronto, Canada 

Western Fire Insurance Co., Fort Scott, Kans. 

World Fire & Marine Insurance Co., Hartford 

Yorkshire Insurance Company of New York, New York 
Zurich Insurance Co., Zurich, Switzerland 


AMERICAN INSURANCE ASSOCIATION 
New York 38, N. Y. 
NOVEMBER 2, 1955. 
Positr > Srock Insu cE C PANIES REG iq F INsu ee 
OSITION OF STOCK NSURANCE /OMPANIES EGARDING LOOD NSURANCE 


The American Insurance Association announced today that its member com- 
panies are prepared, together with their producers, to make their full facilities 
available to the Government and will cooperate should Congress see fit to enact 
a program of flood indemnity and request the aid of the industry in its adminis- 
tration. 

The association has employed the firm of Parsons, Brinckerhoff, Hall & Mac- 
donald to make an engineering study of the recent floods, supplementing a report the 
firm made for the stock companies in 1952. The completed report of the engineers 
has not been received and the association is continuing its current study of the 
subject. However, at a membership meeting of the association held today, it 
was the consensus that the following represents the present position of the com- 
panies, based on current knowledge and subject to the final conclusion of the 
study now being made: 

1. If flood insurance could be written feasibly, insurance companies would be 
not only willing but eager to provide such coverage (examples of this are to be 
found in the broad coverages, which do not exclude the peril of flood, available 
for movable property, such as the various forms of marine, inland marine and 
automobile comprehensive coverage, and certain ‘“‘floaters’’). 
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2. The companies believe that specific flood insurance covering fixed-location 
properties in areas subject to recurrent floods cannot feasibly be written because 
of the virtual certainty of loss, its catastrophic nature, and the reluctance or 
inability of the public to pay the premium charge required to make the insurance 
self-sustaining. 

3. Any insurance program which does not cover areas subject to recurrent 
floods will not meet the public need. 

4. The companies believe that it is impossible to tie in flood coverage with other 
coverage on fixed-location properties generally because, unlike other natural 
catastrophes which are unpredictable as to place of occurrence, floods can occcur 
only where water flows or gathers and only those properties which are in the path 
of the flow or gathering have any need for it; competition would force the sale of 
coverage ex flood and the buyers would make the adverse selection. 

5. There is no wavy in which the purchase of flood insurance can be made manda- 
tory (even by Government compulsion) consistent with our American concept of 
free government and competitive selection. 

§. The companies believe that the Government would encounter the same 
obstacles if it undertook a program of specific flood indemnity by means of insur- 
ance on a self-sustaining basis. 

7. Any Government promise of indemnity on a non-self-sustaining basis is 
‘relief?’ under the guise of insurance. In our opinion, a direct program of relief 
and rehabilitation would be more effective and more equitable, particularly in 
restoring essential services and providing food and shelter, which are the first 
forms of necessary relief in the case of a major flood disaster. 

8. In our opinion, flood control and prevention (rather than insurance, indem- 
nity, or relief) are of far greater importance to potential flood victims, especially 
when the many forms of irremediable losses are also taken into consideration, such 
as death, bodily injury, loss of employment, and loss of income. 

9. In view of the magnitude of Government expenditures which are involved 
in the event of a major flood disaster, it would seem prudent for the Government 
to avoid fixed advance commitments in order to be in a position to use available 
funds most expeditiously and to the best advantage when the emergency arises. 

Mr. Mutter. Do any of the other gentlemen you have with you 
care to make a formal statement at this time? 

Mr. Herp. To my knowledge, sir, they have no formal statement, 
but are available as questions might arise. 

Mr. Mutter. Mr. Betts, do you have any questions? 

Mr. Berts. Of course, I think your appearance here is important 
from the angle of trying to decide premium rates—someone in the 
Government is going to have to decide that if we adopt that plan of 
indemnity insurance that you suggested. 

Do you have any views on that line? 

Mr. Herp. Well, Mr. Betts, I didn’t mean to suggest that the 
Government adopt a plan of indemnity insurance. I mean if my 
statement was so interpreted I would like to clarify that. 

Mr. Betts. Let me get this straight, then: You indicated to us 
that private insurance carriers were not in position as yet to insure 
against damage by flood; is that correct? 

Mr. Herp. That is correct. 

Mr. Berts. Then do you have any alternative suggestion as to any 
method of protection against disaster from flood? 

Mr. Herp. Mr. Betts, it has been our contention, for better or for 
worse, that the peril of flood, per se, does not lend itself to rating 
under an insurance concept, so in our statement we do suggest that 
if anything is considered, that it be considered more in the light of 
relief and rehabilitation, regardless of what form it might take, than 
as insurance. 


Now, to answer your question as to the rating, how we would suggest 
that— 


Mr. Berts. Your answer probably eliminated the necessity of dis- 
cussing the rating. As for your position, you are an insurance man. 
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We had some witnesses in here that were advocating insurance, sort 
of an indemnity insurance—that is included in Mr. Wolcott’s bill, I 
think—and one of them, as I understand, suggested a premium rate 
of $1.75 a thousand. Would you care to make any comment as to the 
actuarial situation of a premium rate like that as far as flood insurance 
is concerned? 

Mr. Herp. Could I answer your question by citing some of the 
testimony that has been given before, say, Senator Lehman’s com- 
mittee, for instance, in Hartford? 

I believe the record will show that Governor Rubicoff appeared 
before Senator Lehman’s committee on this subject, and the Governor 
cited as one of his prime examples in Connecticut that an old, well- 
established Connecticut manufacturing concern had kept accurate 
records for 300 years, and that the August flood was the first time that 
they had suffered any damage by flood, so the question is, how much 
would that manufacturer had paid for any flood insurance policy just 
prior to the August occurrence, with a 300-year record of having had 
no damage by flood, and any premium that you would develop in such 
an instance prior to the occurrence would seem excessive. That is, 
unreasonable. Any premium that you might develop immediately 
following the occurrence, even between the August and the October 
floods, would seem a bargain, so that the problem that will confront 
anyone who attempts to rate the peril of flood I think can be related 
to that sort of a situation that I have just described. 

In insurance rating there are these two concepts that I have seen 
advanced through the record of witnesses which have appeared before 
this committee. One was that anything less than just a flat rate, 
regardless of the location of the property, would be unacceptable, 
and the other one is that insurance, or a so-called indemnity contract, 
should not be made available to a property owner situated in a flood 
recurring area where floods are annual or where they are such as down 
in the bayou section of Mississippi, and so forth, and that any rate 
for indemnity should be equitably distributed as amongst the property 
owners, based upon the estimated exposure to flood damage. 

I think that whoever is charged with the responsibility of administer- 
ing whatever program is enacted, or authorized by Congress, ought 
to be given guidance as to what is the pattern, or the intent. 

I have also indicated to agencies of Government which might be 
charged with the responsibility of administration of such a program 
that once they have that charge—that is, as to coming up with a 
program—the technicians, both as to engineers and as to insurance 
technicians, can follow through on whatever pattern is indicated and 
proceed to develop a rating system that would adhere to the intent 
of Congress, or the program they want us to follow. 

Mr. Berts. I think these questions have been answered before, 
but I would like to have an answer from you as an insurance man. 

Private insurance carriers will insure against loss by tornado. That 
is correct, isn’t it? 

Mr. Herp. Yes, sir. 

Mr. Berts. And against loss by cyclone? 

Mr. Herp. Yes, sir. 

Mr. Berrts. And against loss incurred by hurricane if it is as a 
result of wind only; is that right? 
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Mr. Herp. I don’t wish to get too technical, Mr. Betts, but if a 
piece of property has an opening created by wind, and rain enters that 
opening, then the resultant water damage is covered under a hurricane 
policy today. 

Mr. Brerrs. Then is there any feature or phase of hurricane damage 
that is not insured, that cannot be insured? 

Mr. Herp. If you are referring, sir, to the damage that might result 
from high tide, or wave wash, which might be directly attributable to 
hurricane, then the insurance carriers do the best they can to distin- 
guish between the damage to such property which might have been 
caused by the wind and rain entering openings made by the wind and 
the excess of wave wash, or surface water that might have done fur- 
ther damage. 

Mr. Berrs. That is interesting, because there has been testimony 
here that damage caused by the wind in a hurricane is insurable, but 
damage caused by water in connection with a hurricane is not 
insurable. 

Mr. Herp. I did not want to have in the record by omission that 
we do not cover the water damage resulting, as I said, from rain 
entering an opening made by the wind. In other words, if a home 
loses its roof, and we might have 2 or 3 days of torrential rains follow- 
ing, we have had, and do have in almost every occurrence of that 
kind, insured water damage which equals or exceeds the insured 
physical damage to the structure itself resulting from the wind. 

But when you get to the question of waves or rising waters—streams 
and rivers, and that sort of thing, and I thought vou were addressing 
yourself to that question—that type of water damage is not covered 
under the hurricane policy. 

Mr. Berrs. The reason I asked, I think this committee should know 
how far private insurance carriers would go; as far as insurance is con- 
cerned. That is the reason I asked that question. 

Mr. Herp. I assume you are also thinking at the moment primarily 
of flood coverage. 

Mr. Berts. I think there have been some bills introduced here to 
cover all disaster. I think we should eliminate what private insurance 
companies can insure against. Of course, as you say the insurance 
companies have ruled out flood insurance. Isn’t that right? 

Mr. Herp. They have on fixed property. 

Again, I want to be very careful not to mislead the committee as 
to what we do. We have flood coverage on your automobile, as you 
know, under the comprehensive feature. We have flood coverage and 
assume the liability on cargo or goods in transit, even though it is in 
storage temporarily, but storage incidental to transportation. 

We have all risk or flood insurance on personal property, such as 
jewelry and furs and things of that kind that lend themselves to 
all-risk coverage, but the answer to your question would be “Yes,” if 
you are referring to structures, or buildings, or fixed property, 
generally. 

Now, that would not include, however, and by that I mean we are 
liable for flood damage or water damage that would occur on bridges 
or tunnels or instrumentalities of transportation or commerce which 
are customarily insured under so-called inland marine policies on an 
all-risk basis, and there is a history there that I won’t go into unless 
you wish me to. 
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Mr. Mu rer. Mr. Betts, at that point, how about personal prop- 
erty, either in industrial plants or in a home? 

Mr. Herp. There is a distinction there, Chairman Multer. The 
garment contractors’ floater, for instance, which is an inland marine 
form of insurance, probably contributed the greatest losses to insurance 
companies up in the New England area as a result of those floods, 
because of there being so many garment contractors up that way, so 
that was covered. We do have also an inland marine type of personal 
property insurance which does include all risks. For all practical 
purposes, however, I believe that it is not within our considerations 
here because it is not a form of coverage that would be generally avail- 
able to the people. It is available to them, but their requirements are 
not such that it would be attractive to them. 

Mr. Berrts. That is all I have. 

Mr. Muutrer. Mr. Mumma? 

Mr. Mumma. Your group does represent the big percentage of insur- 
ance carriers of fire and other types? 

Mr. Herp. I think in my statement, the answer is more than a ma- 
jority of the insurance. 

Mr. Mumma. The big majority of the insurance? 

Mr. Herp. Yes, sir. 

Mr. Mumma. There is no group that would come in here that 
would represent such an interest that will take it? 

Mr. Herp. I would like to straighten that out, Mr. Mumma. 
There isn’t a company writing property insurance coverage, to my 
knowledge, which does not have the charter right to write flood 
insurance, as such, if they considered it to be a prudent and a reason- 
able underwriting venture, so there is nothing that I can say or any- 
body could say that would prescribe any company from exercising 
that charter power if they elected to exercise it. 

I think you will have a witness within the next day or so, who was 
on the train that was derailed yesterday, who will represent a very 
important and substantial segment of the property insurance com- 
companies, and I would not presume to speak for the companies 
that he represents. 

Mr. Mumma. That is what I had in mind. 

This may be a little beside the point, but some years ago I read an 
editorial in the paper that stated the only reason fire insurance com- 
panies could afford rates they had was because they were making 
their money on their investments rather than their underwritings. 
Is that wrong? It is a little beside the point, but it could be a very 
important point, that people think these insurance companies are 
making a lot of money at the rates they are charging for insurance. 

Mr. Herp. Mr. Mumma, | am delighted to have you give me an 
opportunity to put something in the record on that, if I may. 

All of the companies writing property insurance involving billions 
of dollars of premiums since 1920—that is over a period of 30 years; 
that is through 1954. We haven’t the 1955 results compiled yet 
they had an average underwriting profit of less than 2 percent. 

During that same period the appreciation of their invested assets, 
due to the increase in the market value of the securities they hold, 
and the undistributed investment income—that is, which was added 
to surplus in order to strengthen their -position—was many times 
what they realized upon their insurance business. 
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I know of no well-managed insurance company— in fact, I know of 
no insurance company—which does not do its level best to make some- 
thing on its underwriting, year in and year out. Furthermore, I know 
of no business which is more highly competitive than our business is, 
when you bear in mind that we have not only competition of a most 
severe type as among stock companies, but we have the mutual 
companies, we have the direct writing stock and the direct writing 
mutual, and we have reciprocals, so that the interplay of competitive 
forces in the rate structure, and in the pricing, I think, leaves no room 
for any company to experience an abnormal underwriting profit on its 
insurance operations. 

Mr. Mumma. Do you think that if the Government or Congress felt 
like going into some form of insurance they could be accused of 
socialistic tendencies? 

Mr. Herp. Mr. Mumma, I think that once an industry such as 
ours has come to the conclusion that, after we have carefully weighed 
all factors, that it is something that would not be in the public interest 
for us to expose these assets that we have so carefully garnered over a 
hundred odd years, from premiums on fire, windstorm, automobile, 
and other types of insurance, on a catastrophic whim such as we have 
seen this past year—-— 

Mr. Mumma. Is that w-h-i-m or w-i-n-d? 

Mr. Herp. You can take it either way, but I was thinking of flood 
when I made that assertion—that we have in a way forfeited our 
right to say that the Government, or any government is engaging in a 
socialistic plan. 

However, I do think we owe it to you and your associates to point 
out that we do not believe that the answer to the problem that you 
are trying to solve resides in putting a piece of paper in the hands of 
a property owner, regardless of the premium, because if it is on a 
voluntary basis—in other words, he has the option of taking it or 
leaving it, whatever the price, that after these occurrences we are 
going to be substantially where we are today in trying to find an 
agency of relief and rehabilitation. 

Mr. Mumma. You mentioned in your statement that there still 
exists the necessity for a lot of Federal money, or money to be spent 
on rehabilitation. That was the thought I had, too, regardless of the 
kind and amount of insurance we had. 

Communities that had their water systems or sewerage systems, 
transmission lines, or whatever it might be, utilities put out of com- 
mission by this would still be after the Government for disaster loans, 
and that type of insurance? 

Mr. Herp. Communities would be; yes. 

Mr. Mumma. It is true that the majority of these properties that 
have been so badly damaged would not be of modern construction 
to withstand this type of activity we are getting now from Mother 
Nature? 

Mr. Herp. That is a fair statement, sir. 

Mr. Mumma. In other words, I cited one case. We have a lot of 
pictures of the Carolina coast. It is one I happen to be a little 
acquainted with, Myrtle Beach, and they have a very nice, modern 
hotel. The beach is not over 50 or 100 yards away. I asked whether 
that structure was damaged, and it wasn’t, but alongside of it these 
summer cottages, where everybody tries to get as close to the water 
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as they can, the damage was terrific, so in New England I have a 
slight remembrance of some of those summer hotels up there. They 
are entirely frame construction. They wouldn’t be built that way 
today, in your opinion; would they? 

Mr. Herp. In my opinion, the modern hotel from the standpoint 
of fire safety would not be built that way, to say nothing about their 
exposure to flood. 

Mr. Mumma. They are not as multistoried buildings as some of 
those that I remember. 

Mr. Herp. That is right, sir. 

Mr. Mumma. Mr. Betts had asked a lot of questions that I had 
in mind. 

Mr. Berrts. If you will yield for one more question in connection 
with the type of insurance. 

Mr. Mumma. Yes, sir. 

Mr. Berrs. Can loss by forest fire be insured? 

Mr. Herp. I am afraid I don’t understand, Mr. Betts. 

Mr. Berrs. Some witnesses testified here about insurance against 
damage by any catastrophe, and they mentioned forest fires. 

Mr. Herp. I spent quite a few years of my early career in this busi- 
ness in Minnesota. I suppose I will be lambasted by the lumber in- 
dustry for what I am about to say, but those fellows study their 
humdity gages. 

Mr. Berrs. Studied what? 

Mr. Herp. Their humidity gages, and the experts can almost tell 
you when a spontaneous fire is about to begin in a forest area, due to 
the lack of humidity, and that is the time when they usually come into 
the market seeking insurance. Well, when they have had a wet 
season and/or the humidity gage is high, we very seldom get any re- 
quests, nor could we sell insurance at an equitable rate. 

Mr. Fink. You do write it? 

Mr. Herp. Yes; but at terms that are unacceptable to them. 

Mr. Burrs. Apparently from what you mentioned at the last was, 

is impracticable to carry forest fire insurance; is that right? 

Mr. Herp. It is. 

Mr. Mumma. You would insure the stockpile in the yard of the mill? 

Mr. Herp. Yes, sir; we do that traditionally, the cordwood and the 
harvested lumber, and the mill properties, and the finished product, 
and the product in transit—that is all insured customarily. 

Mr. Mumma. I will agree with your statement on watching 
humidity. I happened to be out in California, and that was a 
serious problem. They studied that very carefully, and I saw 
operations where they started at the break of day and stopped opera- 
tions at 10 o’clock on account of the fire danger, and I have also been 
at fire stations where they had as many as 50 fires in a district in a day 
caused by spontaneous combustion and lightning. 

[ can agree that that would be a bigger risk than flood. 

Mr. Herp. You have answered Mr. Betts’ question better than | 
could. : 

Mr. Mutter. Are you through, Mr. Mumma? 

Mr. Mumma. Yes, sir. 

Mr. Murer. Mr. Herd, when you get that situation with owners 
of standing timber asking for insurance, do companies write it?) Or 
do they refuse to take the risk? 
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Mr. Herp. I will have to answer your question, Mr. Chairman, 
by saying that I know of no prohibition generally adhered to by 
insurance companies on that score. 

I will say that once we arrive at what we consider to be an equitable 
and fair price, it loses its attraction as a rule to the lumber companies 
that are seeking that protection, but it is not a prohibition. 

Mr. Murer. I know that it is not a prohibition. I am inquiring 
as to what the practice was. 

Mr. Herp. Maybe I can sum it up by saying to you that they 
know a lot more about their business than we will ever know, and 
whenever we have gotten into bed with them on a program of that 
kind, given just enough time, they come out very substantially ahead. 

Mr. Murer. You were asked about certain types of insurance, 
disaster insurance, that are available. I think you have mentioned 
windstorm, tornado, cyclone, hurricane. In addition to that, you 
also mentioned forest fires, of course. There is insurance coverage 
available against earthquake damage, severe freeze, landslide, dust- 
storm, and explosion; am I right? 

Mr. Herp. Taking them in inverse order, Mr. Chairman, I know 
of no explosion peril for which insurance is not readily available. In 
other words, that is an inherent part of our operation, and literally 
inherent in many operations such as oil refineries or places where there 
are gas plants, etc. Was it freeze—— 

Mr. Mutter. Yes, severe freeze. 

Mr. Herp. Are you referring particularly to crops? 

Mr. Mutter. I didn’t want to touch on crop insurance. 

Mr. Herp. Well, if a waterpipe freezes, and then thaws out, and 
there is a substantial damage to the interior of the dwelling—I think 
that may be what you have in mind? 

Mr. Mutter. Yes. 

Mr. Herp. That is a coverage that is provided in the standard 
type of insurance contract. 

Mr. Mutter. | mentioned earthquake. 

Mr. Herp. May I amplify my last statement just a little bit by 
saying that for years the casualty as well as the property insurance 
companies have specialized in water damage insurance in industrial 
properties, where they have sprinkler equipment, or where water is a 
threat, either from freeze or otherwise. 

Mr. Mutter. It covers not only interior pipes, but also it would 
cover water damage from sewer pipes, outside in the street water 
mains, and things of that kind? 

Mr. Herp. Yes; under the specific water damage type of policy, 
including collapse of a sprinkler tank on top of a building, and that 
sort of thing. 

Mr. Mutter. How about earthquake insurance? 

Mr. Herp. To my knowledge, earthquake insurance, there is no 
dearth of it in the private market, and while all of us watch our 
earthquake liabilities very carefully, as to, say, the area south of the 
Tahatchapie Mountains in California, or the northern California 
area, | would not say there is a dearth of such insurance available at 
reasonable rates. 

Mr. Mutrer. Landslide insurance? 
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Mr. Herp. Landslide, I assume you would be more interested, 
Mr. Chairman, in the impact of landslides, say, on residences, and 
the existing so-called standard fire and extended endorsement includes 
peril of landslide. 

Mr. Mutter. Duststorms? 

Mr. Herp. Well, there we get into an area that 1 am not aware of 
insurance coverage being available against the duststorm peril. 

Mr. Mutter. I was of the impression, and I may be wrong, that 
usually in those areas subject to cyclones and tornadoes, the extended 
coverage would be tornado, cyclone, windstorm, and duststorm. 

Mr. Herp. I think you are right. If an opening occurred in a 
residence, and when the tenants went back or the owners, they found 
an inch or two of dust all over the place, that would be covered 
under the windstorm and cyclone policy. I was just thinking of one 
of these high duststorms that settles down over everything without 
being accompanied by a wind, as to whether that would be insured, 
and | am not aware of any policy that covers that at present. 

Mr. Murer. Now, I would like to touch for a moment on crop 
insurance. 

The insurance companies have never found it desirable to get into 
that field. 

Did you hear my question? 

Mr. Herp. | heard your question, sir. 

Mr. Mutter. If, in order to answer any of these questions you need 
to turn to any of the gentlemen with you, or if they can supply the 
information, it is agreeable to us. Have them identify themselves, 
and they may give the answers. 

Mr. Herp. We have a gentleman here who has been dealing with 
that. 1 would like to give a kickoff on it, if | may. The industry was 
invited to Washington many years ago, when the Federal crop insur- 
ance program was under consideration, and at that time the congres- 
sional concept was that the coverage that would be afforded by the 
Government program would be drought and freeze, and lack of mois- 
cure, and so forth, which were perils that the private insurance indus- 
try was unable to assume, but as the years went by the authority and 
the coverage expanded until it got into perils for which crop insurance 
was readily available through private insurance companies, and stem- 
ming from that, the industry, at the invitation of certain Members of 
Congress—and [ think if you will refer to the 1951-52 hearings on 
flood insurance you will see that the House Committee on Appropria- 
tions, some members raised the question as to the Government experi- 
ence on that program over the years, and it was really stemming from 
that that Mr. Milton Mays, who is here with me today, has been 
spending quite a bit of time in Washington. 

If you would like to hear from him, I am sure he would be willing 
to make a statement. 

Mr. Murer. | believe it would be helpful to the committee in 
forming its final conclusion if Mr. Mays would give us some further 
information on that subject. 

You may sit alongside of Mr. Herd, Mr. Mays. 

Mr. Herp. Do you want to excuse me? 

Mr. Muurer. No. He may join you. 
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STATEMENT OF MILTON MAYS, SECRETARY, ‘‘AMERICA FORE’’ 
INSURANCE GROUP 


Mr. Mays. I will identify myself, first, Mr. Chairman. My name 
is Milton Mays. I am secretary of the companies in the ‘America 
Fore’’ insurance group. 

Would you give me your first question again, please? 

Mr. Mutter. Considerable insurance, I believe, today is written 
almost exclusively by the Federal crop insurance program. My ques- 
tion is directed as to why the insurance companies have not gotten 
into the program? 

Mr. Mays. Mr. Chairman, the property insurance companies over 
the years have written what we commonly call crop hail insurance. 
As a result of the activities of the Federal Crop Insurance Corpora- 
tion, the insurance industry began studies of the feasibility of writing 
what we have chosen to call multiple peril crop insurance, which 
would insure against perils in addition to the normal hail peril. 
Following an exhaustive study of the subject we came to the conclu- 
sion that multiple peril crop insurance is a feasible undertaking for 
privately owned insurance companies. We have been engaged during 
the past year in preparing contract forms and rules and rate schedules 
for the writing of multiple peril crop insurance, and within the last 
6 weeks we have begun making filings as required by State laws to 
provide multiple peril crop insurance in an experimental area, first, 
but we confidently expect that we will be able to expand that 
considerably. 

Now, the coverage granted or that will be granted under the mul- 
tiple peril crop insurance policy will include such coverage as pro- 
tection against excessive moisture, which, of course, would embrace 
the peril of flood. 

Mr. Muurer. Will that be on a strictly private insurance basis, or 
is it contemplated that you would apply to the Federal Crop Insurance 
Administration for reinsurance? 

Mr. Mays. That will be strictly a private insurance venture with 
no connection at all with the Federal Government. I might say this, 
that in developing this multiple peril crop insurance program, that 
we worked very closely with the Federal Crop Insurance Corporation, 
and I feel that I should make a public acknowledgment of the con- 
siderable help that the FCIC was to the insurance business in making 
their records available so that we would be put in a position that we 
could get into this area. 

Mr. Muurer. Before we get through with this present program we 
are considering we hope Congress can return the compliment to the 
insurance industry and get your help in setting up this program, if 
it is to be set up. 

I might say that I think that every Member of Congress feels very 
strongly on the subject, that the Federal Government should not get 
into competition with private business, and engaging in anything in 
the nature of business enterprise we should do it only if private enter- 
prise cannot do the job or won’t do the job. 

We are earnestly pursuing the idea of a Federal program only, 
because thus far, it appears the insurance companies cannot or will 
not do it. 

Now, the feasibility of the program, of course, is important. We 
don’t expect any private industry at any time to go into a losing 
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proposition, whether you are a mutual company or stock company. 
If you cannot write business profitably; you just mustn’t write the 
business. 

At the same time, I think we want to be sure that we don’t set up 
an insurance program labeled a Federal insurance program that 
necessarily will be of limited liability, and then when disaster occurs 
on a wide scale the policyholders will say ‘‘We cannot get paid in full. 
If this is a Federal project, the Federal Government should be behind 
it and pay us in full.” 

That is one of the dangers here, no matter what the limitation may 
be. If the administration or agency that is set up, whether in the 
nature of a Federal corporation or separate agency, should by reason 
of some tremendous catastrophe be called upon to pay more than 
the maximum provided by law, we are going to have a terrible clamor 
set up, and I think the Government would have to step in and say 
“Tt is true we limited the lability, but we had better make payment.” 

I den’t think we want to get into anything like that. Would either 
of you care to make any comment about that? 

Mr. Herp. I would like to, if | may, Mr. Chairman. 

Insurance underwriters have to be optimists by nature, and there 
has been a great deal of soul searching. I think we are quite conscious 
of the attitude of Congress, and we appreciate it. 

It might appear inconsistent to the Members of Congress that the 
private insurance companies are prepared to undertake the expesures 
that inhere in nuclear reactors, and at the same time feel that they 
cannot undertake the exposures that inhere in flood damage. 

One of the witnesses before the Lehman hearings in Providence 
stated that following the August floods he had sent a questionnaire 
to his insureds, the risks that they had on their books for fire insurance, 
had their policies included the peril of flood, the August floods in New 
England would have absorbed one-third of their assets, and he also 
mentioned that their exposure from the city of Philadelphia to Provi- 
dence was between 9 and 10 billion dollars, so that however distasteful 
it may be to us to be before you to say that we do not believe a flood- 
insurance program is feasible, | think if we were to experiment or 
expose our assets to that peril, that you might have good reason to be 
apprehensive about our good judgment. 

Mr. Kitsurn. Would you yield? 

Mr. Mutter. Yes. 

Mr. Kitpurn. Do you think there is any way that you could take 
the lower part of the risk, if the Federal Government and the States 
helped out? 

Mr. Herp. Mr. Kilburn, that raises a question as to whether the 
thing that we think or feel is impractical from its overall approach, 
that is, as to whether you can rate it on a basis that it would sell, can 
be made partly feasible. I mean a bad apple can be made partly 
good. 

I think Chairman Multer’s question as to the ability of the Gov- 
ernment to respond is, of course, a very potent one, because it gets 
into our question as to our ability to respond. You get to the rein- 
surance feature. I think that may be one of the things that Mr. 
Kilburn has in mind. 

If the private insurance companies were to put out their policies 
in the first instance for flood coverage, and you have seen the estimates 
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of the damage to property in New England—they vary anywhere 
from 450 or 500 million dollars, up to $1,600 million, so we have the 
claims, and we are relying on reinsurance from the Federal Government 
to make vs whole, and some question as to the intent of Congress as 
to whether that particular freak occurrence was within the legislative 
intent arises, so we sit there with the claims, and our responsibility 
to the policyholders in the first instance, and it may be a reasonable 
reservation that has arisen in the mind of the administrator here. 

We could be on bookkeeping methods insolvent while the thing is 
being determined. That is one of the reasons that we did not go into 
war damage coverage in the first instance. In other words, the 
Government put a policy out in the hands of the public, and if any 
question of interpretation arose it was up to the Government to 
resolve it. 

Mr. Kitpurn. It occurred to me, and [ don’t know much about the 
insurance business, but if you had a big deductible, like five or ten 
thousand dollars, would that make quite a difference? I mean, I can 
see where a fellow might lose $100,000 in floods, or $50,000, and he 
pay the first $5,000 or $10,000, and then insure the rest? 

Mr. Herp. I am going to put myself in your chair, if I may, for 
just an instance. 

I don’t believe that such a program, leaving aside the insurance 
aspects of it, would answer the problem that you are confronted with 
here as to the small-home owner or the small-business man to whom 
five or ten thousand dollars may be almost everything he has, or a 
large part of what he has been able to garner through his useful life. 

Mr. Mvtrser. You might include a provision for a small deductible 
so as to avoid the nuisance claims of $50, $100, and $200. If you have 
what Congressman Kilburn suggests, a large deductible, you would 
then be excluding the large mass of small-business men, and the small- 
home owner who need it more than anyone else. 

Mr. Kiirurn. I thought Red Cross took care of it. 

Mr. Muvtrer. We are trying to set up something to eliminate 
grants and relief. 

In other words, if this is going to cost the Federal Government more 
in administration, and it must stand a loss, then let us not set up a bed. 
Let us continue as at present, and as these disasters occur we will go 
in and make grants and handle it that way. 

Then as the occasion occurs we will make a fixed appropriation for 
the purpose, rather than kid ourselves about having an insurance 
program and building up a reserve that will never be sufficient to meet 
the liability. 

Mr. Nrcnotson. Mr. Chairman. 

Mr. Mutter. Yes, Mr. Nicholson. 

Mr. NicHotson. Some insurance companies paid flood damage on 
automobiles in Massachusetts. How is it they can carry flood insur- 
ance for automobiles and not for real estate? 

Mr. Herp. Mr. Nicholson, if there was any company that had 
physical damage insurance on an automobile which suffered flood 
loss, and they didn’t pay, they could be criticized, because it is an 
inherent part of the comprehensive coverage. 

I suppose that the average exposure per automobile is around 
$2,000, and, furthermore, you have a mobile article. 

Mr. Nicuotson. They can get away from the flood? 
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Mr. Herp. They can get out. It is the fellow who just happens to 
get captured in downtown Providence, and that sort of thing. 

Mr. NicHotson. What happened was they left their cars in the rail- 
road yards and took the trains, and when they came back they found 
their automobiles a couple of feet under water. 

Mr. Herp. Well, we feel—that may sound inconsistent to you—we 
feel that is a legitimate subject for flood insurance, but it is not limited 
to flood insurance. It includes the exposure to comprehensive perils. 

Mr. NicHotson. Would it be possible to set up some kind of author- 
ity that would help the Federal Government in all of the insurance 
companies taking a little percentage of flood damage? Would that 
work? 

Mr. Herp. Well, I don’t want to say anything to that because I 
don’t know what your pattern may develop into. I can only repeat 
what I have said in the past, that if a program that assumes the com- 
plexion of indemnity, that is, where a piece of paper is put in the hands 
of a property owner for a consideration, that I believe that such a 
program could be handled far more economically and _ efficiently 
through the insurance companies and their agents on an out-of-pocket 
expense reimbursement basis. 

We wouldn’t seek to make any profit out of an operation of that 
kind. _ 

Mr. Nicnoutson. Do you think that the insurance companies would 
make some attempt to underwrite some of these losses? 

Mr. Herp. Mr. Nicholson, if Congress were to appoint an adminis- 
trator for a flood damage indemnity program, and would give an 
indication of their intent, a flat rate, equitable, graduated rates, or 
how they wanted to deal with this, and the administrator, as I have 
said before, would not have to be an insurance man if he knew his 
way around in Washington, the insurance business—and I think we 
have the record behind us on the War Damage Corporation—could 
administer this and handle the details, and with the services, say, of 
the Federal Reserve bank on the banking end of it, and the rest of it, 
and I believe we could do a creditable job. 

Mr. Murer. Is that on a direct-insurance basis, or on a reinsurance 
basis? 

Mr. Herp. I am talking now, sir, about a direct-insurance basis, 
for the reason that I mentioned before, that to put policies of our own 
out could imperil us in the eyes of the public. 

Mr. Mutter. I would like to get a few things straightened out on 
the record as to a matter Mr. Herd has already touched upon, if I 
may, please. 

You referred to the fact that in this last New England disaster, 
there was a computation indicating the insurance companies might 
have been called upon to pay as much as one-third of their assets to 
meet those liabilities if they had written flood insurance. Was any 
computation made for the other side of the ledger, as to what pre- 
miums might have been collected if you had written that kind of 
insurance? 

Mr. Herp. Well, Chairman Multer, I cited Governor Ribicoff’s 
story as an example as to how indefinite the premium income would be. 

Mr. Mutter. Let me stop you there. As an insurance man, you 
wouldn’t subscribe to that theory, that because a company hasn’t had 
a loss in 300 years it shouldn’t buy insurance. 
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Let me give you my personal experience. I have been buying 
insurance for my personal household for 30 years. I have been buying 
insurance for my law office for 33 years. I have yet to collect the 
first loss. You wouldn’t suggest that I stop carrying the insurance 
and become a self-insurer; would you? 

Mr. Herp. I would not, sir; but I do not in any manner compare 
the exposure of fire, for instance, to the exposure of flood, and human 
nature being what it is, the fellow who has not had a flood and has 
records that he has kept for 300 years, the insurance agent who 
would go in and try to sell him a flood insurance policy, say, last 
July, would have had quite a job on his hands extracting any premium 
from him, but that same fellow that has been carrying fire and use 
and occupancy, and so forth 

Mr. Mutter. Did he carry war damage insurance? 

Mr. Herp. Yes, sir. I am glad you brought that up. I was 
coming to that. 

The premiums produced under the war damage insurance program— 
we had 2 premium periods for 2 successive years, and then we foregave 
the premiums for the third and fourth year, or we considered the 
first 2 years’ premiums as a consideration for extending the insurance 
for 2 years, but our liabilities on Manhattan Island from Canal 
Street down to the Battery were $13 billion, and that did not include 
sewers, subways, municipally owned bridges, and that sort of thing. 

In Rhode Island, which was the point I think at which your ques- 
tion arose, the War Damage Corporation had $528 million of liability 
outside of Providence, it had $704 million of liability in Providence, 
or in the State of Rhode Island we had $1,232,000,000 of liability 
under war damage policies. 

I forgot to mention to you that all of the assets of all of the property 
insurance companies put together today amount to about $10 billion, 
or $11 billion, and the surplus in the aggregate, that is, the free assets 
of those companies put together is about $5 billion, so that when you 
relate the exposure, as to either figure that I mentioned, that the 
engineers have come up with in New England, to what the assets and 
the responsibilities of these companies are, it begins to take on a 
little different complexion. 

We have exposures today under our extended coverage endorse- 
ments from coast to coast estimated—when I say ‘‘we’’ the property 
insurance companies—some place in the neighborhood of $400 billion, 
and that does not include bridges, tunnels, or inland marine policies, 
or automobile policies. 

Mr. Mutter. That is the total amount, aggregate amount, of 
policies outstanding? 

Mr. Herp. Under the extended coverage endorsement. 

Mr. Mutrer. As against that, what reserves? What is the aggre- 
gate or the reserves available in the companies that have written that 
coverage? 

Mr. Herp. Approximately $5 billion. 

Mr. Mutter. And approximately what would be the annual 
aggregate premium on the coverage? 

Mr. Herp. About $400 million. 

Mr. Mutter. Would you care to comment on what a fair pre- 
mium should be if we decided to write this insurance? 
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Mr. Herp. I think I covered that, Mr. Chairman, when I stated 
that it depended upon what philosophy; if it was a uniform rate that 
would be one thing. If, on the other hand, you were to rule out the 
areas where recurring floods were as some of the bills do, and you 
wanted an equitable and a reasonable premium, where you maintained 
a relationship between exposure, then the rate would be graduated. 

Mr. Mutter. What do you think would be the minimum rate for 
such a policy? 

Mr. Herp. Before or after a flood? 

Mr. Mutrer. Today. 

Mr. Herp. Well, if it is an optional voluntary program, again I say 
I don’t like to be a pessimist, but I think that the practical problem 
would present itself in any area that had not suffered a flood in a 
reasonably near past period. 

Mr. Murer. We have been told by 1 witness that after sampling 
2 areas—I think Martins Ferry, Ohio, and the other Lowell, Mass., 
that had been subjected to disasters of this kind, the rate would have 
to range from $115 to $620 on a $10,000 policy. 

Mr. Herp. I haven’t seen the figures, and I don’t know what it 
was based on, but as I sit here I feel that any program designed by 
Government will defeat its own purpose if you attempted to rate it 
on an actuarial basis and collect the premium that was dictated by 
experience in given areas, plus the expenses of administration. 

Mr. Mutter. Would it be fair to say if you had that minimum of 
$115 for a $10,000 policy you would write very few of those policies 
on a voluntary basis? 

Mr. Herp. That would be my appraisal, sir. 

Mr. Mutter. Can you give us any idea of what the administrative 
costs might be to run a program like this? 

Mr. Herp. Well, if Congress saw fit to place the details of it and 
the handling of it on an out-of-pocket expense reimbursement basis, 
using the facilities of the insurance business, aside from printing, it 
would be geared pretty much to the amount that was collected in 
the way of premiums, but if Congress wished to, as I have seen some 
of the bills provide, set up its own rating machinery and attempted 
to, say, duplicate that machinery, then as I sit here it would be my 
guess that the expenses would far exceed the premiums. When I 
say “far exceed,” I will say ‘‘exceed.”’ 

Mr. Mutter. Couldn’t you give us some idea of what the average 
is in a well-run insurance company of cost of administration, percent- 
agewise, say, with reference to premium? Is there any other way 
you can give us some idea? 

Mr. Herp. Mr. Chairman, I don’t believe I could give you a 
reliable figure, and I will say why: I don’t believe, for instance, that 
the program set up by Congress would expose those premiums, say, 
to State taxes. There are other impositions that we have on private 
business that I believe would be avoided under a Government pro- 
gram. If this program was handled with existing facilities of insur- 
ance companies, I believe it is a safe estimate to say that the cost of 
administration on an out-of-pocket, nonprofit expense reimbursement 
basis, ought not exceed 15 cents out of the dollar to 20 cents out of 
the dollar. 

I hope you won’t hold me to that. I am giving you a guestimate. 

Mr. Mutter. Just an estimate. 
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Mr. Herp. Adjustment expenses, though—I am just talking now 
about booking the business. 

In case of losses, depending on the severity and the extent of it, 
and the rest of it, the expense of adjusting losses could run between 
7 and 10 cents, on the premium dollar, assuming that you get any 
volume of business. 

Mr. Murer. Do you include within your 15 to 20 percent of 
administrative cost the commission or selling expense, if any? 

Mr. Herp. I did. 

Mr. Mutrer. Let me ask this question: What do you think about 
the feasibility of extended coverage which would include flood dam- 
age, and in order to extend the base require the insurance be carried? 

Mr. Herp. That would inject us into a competitive situation that 
I think would defeat the purpose that you have in mind, and I am 
glad you asked that question. 

There are roughly 3,000 local mutual companies in the United 
States that confine their operations to a county, or similar area, and, 
of course, many, many of those are in places where flood is absolutely 
an unknown quantity, where there is no exposure. 

When you start eliminating those counties, we then would have 
narrowed this down to the place where the exposure would be in- 
volved, and we could not competitively market our product with a 
loading in it reflecting flood when the domestic local companies, you 
see—and I don’t believe you would intend to make this mandatory——— 

Mr. Mutrer. I had in mind not making it mandatory by way of 
law, but I do have in mind that you could come pretty close to it, if 
your mortgages would require extended coverage which included flood 
damage. 

Mr. Herp. That becomes competitive as between your lending 
agencies because one lending agency's loading is less than the com- 
petitor across the street, because he is not requiring flood coverage on 
the lien interest as between lending agencies. We are then in the 
same position competitively as among insurance companies. 

Mr. Murer. Suppose the banking authorities said that “We will 
not consider a mortgage a good mortgage unless in addition to your 
fire insurance you call for this extended coverage’’? 

Mr. Herp. | get back to my original answer, then: Probably if he 
issued such an order there would be some hearings on it, and the 
fellow would appear from the top of Pikes Peak and testify that the 
property that he had a lien on couldn’t by the wildest imagination 
suffer a flood, and you could start to chisel away at it as soon as such 
order was issued. 

Mr. Mvutrer. But the answer would be you are more likely to be 
hit by a windstorm? 

Mr. Herp. He has that now. 

Mr. Murer. Can you furnish to us either now or subsequently to 
be added to the record the minimum and maximum reserves required 
as against total insurance liability the companies may write? I know 
it varies from State to State. 

Mr. Herp. Well, Mr. Chairman, I am not quite sure I understand. 
Do you mean that if we write a policy against fire and extended 
coverage and insurance on a dwelling, say, collect a hundred dollar 
premium for a l-year period, or $250 on the same house for a 3-year 
period, or $400 on the same house for a 5-year period, as to what our 
reserve requirements are? 
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Mr. Murer. Not as to any one policy, but on the general overall 
program. 

For instance, take any one company that is writing fire insurance, 
and all the extended coverage insurance that goes with it. Aren’t 
there limitations as to the maximum amount, aggregate amount of 
insurance that that company may write? 

Mr. Herp. Well, most State laws have a limitation that a property 
insurance company cannot commit itself on a single risk for more than 
10 percent of its capital and surplus. Is that what you mean? 

Mr. Mutrer. Yes, that is one limitation. 

Isn’t there also a limitation as to the aggregate amount of liability 
it may assume in its policies? 

Mr. Herp. None that I know of, sir, because the catalytic agent 
there is the rate that is based upon experience, and to put it another 
way, we may have less exposure on the Empire State Building than 
we have on the loft building on the riverfront, even though the value 
in Empire State may be $33 million, and the loft building may be 
$150,000. 

Mr. Murer. Thank vou. 

Mr. Nicnotson. Mr. Chairman. 

Would mutual companies get into this proposition if one was 
established? 

Mr. Herp. Mr. Nicholson, there was a witness derailed in the 
B. & O. yesterday. I understand now that there is someone going to 
speak for the mutual companies following me, and | would prefer 
that you ask him that question. 

Mr. NicHouson. Well, yes. 

Mr. Herp. I believe they would, but I would prefer to have him 
answer. 

Mr. Nicuoutson. Of course, the policyholder would be assessed, 
wouldn’t he, if the damage got up too high? 

Mr. Herp. That depends on whether the program was one where 
you put a price of Government paper in the hands of the policyholder, 
or they would rely on reinsurance of their own policy, and I would 
prefer to have the spokesman for the mutual companies answer that. 

Mr. Mutter. Mr. Brown, do you have any questions? 

Mr. Brown. I notice a statement in the last paragraph. Are you 
in favor of some legislation in which the insurance companies and the 
Federal Government and States would insure against losses for flood? 

Mr. Herp. Are you, Mr. Brown? 

Mr. Brown. Yes. 

Mr. Herp. I didn’t intend to create that impression, sir. What I 
did say was, having weighed this problem of private companies en- 
gaging in flood insurance carefully, and having come to the conclusion 
that it is an exposure or a peril that we do not feel that we can under- 
take—— 

Mr. Brown. I believe you did insure in some cases against flood, 
did you not? 

Mr. Herp. We still do, sir. 

Mr. Brown. You do now? 

Mr. Herp. Yes, we do. 

Mr. Brown. What is the average rate on that type of insurance? 
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Mr. Herp. On those subjects of insurance that come within the 
all-risk, or the inland marine, it is a composite. In other words, if 
a firm is insured against all risk, there is no division of the premium 
as to what part of that is the flood exposure. 

If we have a garment contractor’s floater, where work is out, where 
we have a flood, that is an all-risk type of cover. There is no break- 
down of that premium as to the portion which is flood. 

Mr. Brown. Can you give us the premium costs of insurance 
against flood in the areas that were affected last year or this year? 

Mr. Herp. I would have to ask quite a few questions, sir, as to 
where the property would be located, whether you meant on a flat- 
rate basis, or a rate that was graduated by the estimate of the ex- 
posure, and percentage of insurance to value—several things that 
would have a bearing on the cost. 

Mr. Brown. I wish you could supply the record with the answer 
to that question. 

Of course, what we are trying to do now, as I conceive it, is to see 
if it is at all feasible. I understand the incident rate would be rather 
high. That is the thing that is bothering all of us now. We want 
to help these people in the areas that have the floods. 

Mr. Herp. Mr. Brown, could I ask you a question that I asked 
Senator Lehman the other day at the hearings? 

Mr. Brown. Heisaninsuranceman. Iamnot. I ama lawyer. 

Mr. Herp. Well, if the Government provides a program and a flood 
occurs 

Mr. Brown. How is that? 

Mr. Herp. I say, if the Government provides an insurance pro- 
gram, or a so-called insurance program, and a flood occurs, and it 
strikes an area where a limited amount of this insurance is in existence, 
will the failure of a property owner to have purchased Government 
insurance foreclose him from relief or rehabilitation that otherwise 
would have been available? 

Mr. Brown. Why did you withdraw from the field of flood in- 
surance? 

Mr. Herp. We haven’t withdrawn, sir. A few companies 30 years 
ago, and then a few later, experimented with writing flood insurance, 
as such, and had such a disastrous experience that they withdrew. 

In 1944, the industry made a survey and came to the conclusion 
that they could not engage in that business. Then in 1951, when the 
Kansas City floods occurred, we hired an engineering firm to get into 
the hydrological and meteorological aspects of it on behalf of the in- 
surance industry, and their conclusions are available to the committee 
in a book. 

We also have had a report now as a result of the 1955 floods in 
August and October, and that same engineering firm is conducting a 
survey for us on the California floods. So far there has been nothing 
developed which has indicated that the flood can be insured against, 
as an insurance proposition. 

Mr. Brown. That is all, Mr. Chairman. 

Mr. Mutter. Mr. Herd, was there any test made of the market 
as to whether or not people will buy flood insurance? I know you 
just cannot go and ask them, will you buy flood insurance. They 
will answer with another question, what will it cost? Has there been 
any attempt to break it down and say if it costs $1 a thousand, or 
$10 a thousand, would they buy it? 
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Mr. Herp. I am informed, Mr. Chairman, that this witness who 
testified in Providence had sent a questionnaire to his accounts, and 
probably would be able to answer that question, based on a specific 
questionnaire. 

Mr. Mutrer. Mr. Vanik, do you have any questions? 

Mr. Vanrx. I would like to pass for just a moment. I have a 
question after the other gentlemen. 

Mr. Mumma. We are all through. 

Mr. Vanrx. There was just one other question that went through 
my mind. 

I read through your testimony. I am sorry to have missed it. 

Although flood insurance may not be actuarially sound, is it not 
true that if flood insurance were made part of a comprehensive cover- 
age, and if the part of the cost of flood coverage could be included 
along with windstorm, and everything else, that it would probably 
reduce it to the realm of possibility on an actuarial basis? 

Mr. Herp. That question was asked, Mr. Vanik, before you came 
in, and it gets down to the question of economics, the competitive 
aspect of it. 

In the insurance business, it would bring us out about where we are 
today, when we see there are roughly 3,000 local companies, many 
of which are operating in areas that are not subject to flood, and we 
have to compete with them in those areas, so that any loading or any 
cost that was reflected in a premium for extended coverage would have 
to be X flood, and we finally boil down to about where we are today. 

Mr. Mutter. Mr. Herd, you mentioned that a study was being 
made for the Pacific coast floods, but you doubt whether it would be 
ready in the immediate future. 

May I ask you to supply us with that report, if it is to be available 
for public use, when it is ready? 

Mr. Herp. Yes, sir. 

As I mentioned to you earlier, Mr. Foster, an associate of that 
engineering firm, is in the room today. He does have a recent report 
from his representative, but it is just in handwritten form. 

Mr. Mutter. Do any of the gentlemen with you, Mr. Herd, care 


to add anything or answer any question that has been left unanswered 
as far as they are concerned? 

Mr. Herp. May I poll them, sir? 

Mr. Mutter. Yes, please. 

Mr. Herp. They are all shaking their heads “no.” 

Mr. Mutter. Mr. Mumma has another question. 

Mr. Mumma. I wish to compliment you, Mr. Herd. I think you 
have made statements on the various subjects we have been sitting 
here a couple of weeks trying to get answers to. You have made very 
intelligent explanations of them. 

Mr. Herp. Thank you very much, sir. 

Thank you, Mr. Chairman, and your associates, for your courtesy. 

Mr. Mutter. On behalf of the entire committee we are very happy 
to have you here. I know your testimony will be very helpful. 

Mr. Herp. As this develops, sir, I am at your service any time, sir, 
on short notice. 

Mr. Motter. Thank you very much, sir. 

(The report on floods and flood damage of 1955 in the Northeastern 
States is as follows:) 
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RErortT ON FLoops AND FLoop DAMAGE oF 1955 IN THE NORTHEASTERN STATES 


Prepared for American Insurance Association, December 1955, Parsons, 
Brinckerhoff, Hall & MacDonald, Engineers, New York 6, N. ¥ 


Parsons, BRINCKERHOFF, Hatt & MacDoNaLp 
ENGINEERS 


New York 6, N. Y. 
DECEMBER 15, 1955. 
Mr. J. Vreror Herp, 
Chairman, Committee on Floods and Flood Damage, 
American Insurance Association, New York 38, N. Y. 

Dear Mr. Herp: In accordance with our proposal of October 17, 1955, we 
submit herewith our report on floods and flood damage of 1955 in the Northeastern 
States. This report is, in effect, a sequel to the Report on Floods and Flood 
Damage which we prepared for the Insurance Executives Association in April 1952. 
The purpose of the present report is to discuss the floods of August and October 
of this year; to obtain an approximate estimate of the damages caused by these 
floods in the States of Massachusetts, Connecticut, Rhode Island, New York, 
Pennsylvania, and New Jersey; and to consider these floods in connection with 
the general problem of the financial losses resulting therefrom. 

For your convenience in reviewing the report, its essential features are sum- 
marized below. 

Flood damages, 1955.—Various preliminary estimates of the amount of damages 
produced by the floods of August 1955 have been prepared by several govern- 
mental agencies, as well as by the American Red Cross. Analysis of these esti- 
mates indicates that the total amount of direct damage to physical property 
(both real estate and personal property) in the six States mentioned above was 
approximately $500 million. This figure may include a small amount of wind 
damage, but of a very minor nature. 

The direct damages from the August 1955 storm may be subdivided as follows: 


Percen 

Industrial properties - - _- -- — oe et ee Pye SSS cy feo 8 Sees eae 35 
Commercial _- r a iSiess ee er ee ee re are ae 14 
Public utilities poienithiehde : oan > wy as ares 19 
Public facilities Weed DER RL : Fee ote neat, nin De ds 20 
Residential property z ss gs nc a ne BN Na teh bik 9 
Agricultural and miscellaneous _ - - ---_- Rete ee ae Liedelelsidaaiennss 3 
NS es SS a A eee ee ee 100 

The distribution of the direct damages by watersheds is estimated as follows: 
Percent 

Housatonic River, Mass. and Conn ee 3 ee ees eee, 38 
Connecticut River, Mass. and Conn_-__________-__-_-_-~ Seattle cata 14 
Thames River, Mass. and Conn___-__-_ ee ee ee na eR Rapa ns 12 


Blackstone River, Mass. and R. I_______- RS i : i ae a 6 


Charles and Neponsit Rivers, Mass_.____.......-...------- BER ESE 2a Oe 6 
Delaware and Hudson Rivers, N. Y., Pa., and N. J-...-------------- & 24 
ot) el ieee Spe, Pepe tien bowen Sere eee ety ph 100 


Nearly one-half of the total direct damage in the August floods occurred in 
Connecticut. 

Less than 2 months after the floods of August 1955, the Northeastern States 
were subjected to the effects of an extra-tropical cyclone, Fortunately, most of 
the sections that suffered severe damage in August were not badly hit by the 
October storm. However, properties adjacent to certain streams particularly 
along the Long Island shore of Connecticut, were damaged by high tides and 
water flooding, although they had not been seriously affected in the August 
storms. 

It was characteristic of the August storms that they caused maximum damages 
on the smaller streams, accompanied with serious loss of life in certain localities. 
The path of the storm was generally transverse to the main axis of the Delaware, 
Hudson, and Connecticut Rivers, so that the degree of flooding on these larger 
rivers was relatively small as compared with maximum floods in the past. 
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Meteorological conditions.—The storms that caused the severe floods in August 
1955 were tropical hurricanes that were diverted from their previous normal paths 
by unusual meteorological conditions. Such storms have been considerably more 
frequent on the North Atlantic seaboard since 1938 than in the preceding hundred 
vears. Whether this situation is a result of a permanent change in climatic 
conditions or is only in the nature of a temporary weather cycle is a moot question 
among meteorologists, and probably will not be definitely answered for many 
years. 

Past experience and theoretical studies indicate that, while the floods of August 
1955 were unprecedented in magnitude in the region affeeted by the storm, it is 
entirely possible that even greater floods may occur in almost any portion of the 
area under consideration. 

Tropical hurricanes approaching coastal regions often cause serious flooding 
along the shore because of exceptionally high tides. Under certain conditions such 
tides may exceed 16 feet at any location between southern New Jersey and Cape 
Cod. 

Comparison with previous floods.—The hurricane storms of August 1955 caused 
unprecedented depths of precipitation over certain areas, resulting in floods of 
extraordinary magnitude on many of the smaller rivers, in some cases as great 
as eight times the maximum previous flood of record. 

Climatic changes.—The unprecedented nature of the precipitation and stream 
discharge during the floods of August 1955 has been interpreted by some people as 
an indication of a change of climatic conditions in the Northern Hemisphere. 
Although climatic cycles have occurred 9n the earth in past ages, they are known 
to be very slow, extending over periods of thousands of years. Recent apparent 
changes in climate affecting the paths of hurricanes along the North Atlantic 
seaboard cover too short a time period to justify the assumption of any long-term 
major climatic changes in this region. Nevertheless, the possibility of such cyclic 
variations in climate should not be neglected in estimating floods probabilities, 
although it would involve serious difficulties in estimating mean annual flood losses 
in any locality by statistical methods. 

Effect on estimates of mean annual flood losses.—A preliminary investigation of 
the effect of the 1955 floocs on estimates of mean annual flood losses indicates 
that it would be of a minor nature because of the apparent low probability of 
occurrence of such unprecedented floods. However, if future experience should 
prove that there has been a definite change in climatic conditions resulting in 
more frequent hurricane storms in this area, the damage losses of the 1955 floods 
would indicate an appreciable increase in mean annual flood losses. 

It is probable that further light on the matters discussed in this report will 
become available in the near future, as a result of extensive studies now underway 
by several governmental and private agencies. We will be pleased to analyze 
such material and expand our report accordingly, if you so desire. 

Very truly yours, 
Parsons, BRINCKERHOFF, HALL & MACDONALD, 
M. N. QUADE. 


INTRODUCTION 


In April 1952, the firm of Parsons, Brinckerhoff, Hall & Macdonald submitted a 
teport on Floods and Flood Damage to the Insurance Executives Association, 
the purpose of which was to determine the technical engineering problems that 
would have to be solved if a practical and effective prozram of flood insurance in 
the United States were to be established. The insurance business had never been 
able to devise a method of providing specific flood insurance coveraze on a basis 
in conformity with sound insurance principles. Following the disastrous floods 
of 1951 in Missouri and Kansas, insurance underwriters began a reexamination 
of their traditional position respecting flood insurance. The Report of April 1952 
Was prepared for use in this connection. An abstract of the 1952 report was pub- 
lished by the American Society of Civil Engineers in August 1954, as proceedings 
separate No. 483, Flood Insurance, by H. Alden Foster. 

General interest in the possibilities of flood insurance has been greatly intensi- 
fied since the disastrous floods in the Northeastern States in August 1955, re- 
sulting from Hurricanes Connie and Diane. In anticipation of public discussion 
of this matter, the current study was initiated on October 4, 1955. It was agreed 
that the investigation would cover the floods and flood damage that occurred in 
Massachusetts, Connecticut, Rhode Island, New York, Pennsylvania, and New 
Jersey on August 17-20, 1955, and during the floods of October 1955. The work 
would consist principally of: 
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(a) Collecting data on 1955 flood damages to obtain realistic estimates of 
physical damage classified to the extent possible, in accordance with the 
general character and use of the property from-the viewpoint of an insurance 
interest; and 

(b) Securing information on hydrology and meteorology of the recent 
floods and the interpretation of such data in general terms with respect to 
flood damage. 

Field work by P. B. H. and M. was well under way prior to the severe weekend 
storms of October 14-17, which naturally resulted in considerable changes in 
the overall problem of flood damages in the investigated area. The investigation 
was then extended to include an estimate of damages during the October flood as 
compared with those experienced in August, and the general effect of such 
“repetitive floods’. 


1955 FLOOD DAMAGES 


Serious property damage and loss of life was caused in the Northeastern States, 
from Massachusetts to Pennsylvania, by floods resulting from two tropical 
hurricanes that passed over this region in August 1955. The first storm, christened 
“Connie”’ by the United States Weather Bureau, was of moderate intensity, and 
passed over North Carolina, the Chesapeake Bay region of Virginia, Maryland, 
western Pennsylvania, Lake Erie and finally into Canada, on August 11-13. 
The second storm, identified as ‘‘Diane,’’ caused much heavier precipitation, 
passing over North Carolina, Virginia, Pennsylvania, New Jersey, Long Island, 
and Cape Cod and then over the Atlantic Ocean, on August 17-20, as shown on 
figure 1. 

This study is an analysis of available reports on the damage caused by these 
two hurricanes. Diane is usually referred to as the one which caused the damage, 
but as it followed on the heels of Connie the damage actually was the result of both. 
To differentiate between the damage caused by these storms would be 
impracticable. 

Estimates of damage were available in all the Northeastern States which 
suffered from the storms; Massachusetts, Rhode Island, Connecticut; New York, 
New Jersey, and Pennsylvania. Four organizations, mobilized immediately by 
the President and the governors of the States, prepared such estimates for each 
of the States: 

(1) United States Corps of Engineers: Cost of cleaning and restoring river 
channels, property damage to all types of property and loss of production and 
employment, with a view toward constructing facilities, under Federal Govern- 
ment sponsorship, to minimize danger in the future. 

(2) Federal and State civil-defense agencies: Property damage to all types of 
property, including farms and agricultural crops. 

(3) American Red Cross: Care of human beings and repair of damage to their 
dwellings to provide needed assistance for relief and rehabilitation. 

(4) State Governments: Under the leadership of flood disaster committees, 
damage to all types of properties and care of human beings in order to establish 
need for relief and rehabilitation and to institute measures for reducing damage 
in the future. 

Except for the Corps of Engineers, these organizations did not make their own 
appraisals of all types of damage but accepted the figures developed by other 
groups particularly qualified to estimate damages to certain types of structures. 
For example, utility commissions of the States were relied on for public utility 
data, highway departments for figures on roads and highway bridges and State 
and local governments for estimates on public buildings and schoos as well as 
damage to private residences. 

The work of evaluating the damage was commenced immediately after the 
floods and the earliest estimates were generally the highest, resulting partly from 
the shock of the disasters and the inability to obtain a clear view of the damage 
because so much was entirely covered by water. Subsequently, detailed evalua- 
tions were made at the State and local levels. These estimates revised the original 
data, generally resulting in a lowering of the figures, and were used in the present 
study. 

The several estimates are consistent as to the classification of the categories of 
property, but the results vary because of differing approaches to the question of 
the value to assign to the properties—whether depreciated value, replacement in 
kind, or replacement on the basis of modern standards. 
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The United States Corps of Engineers estimates are probably the most stand- 
ardized and are the ones which can be used for a comparison with other disasters 
of a like nature. The corps has made such estimates for many years for use in 
obtaining congressional appropriations to institute corrective measures. In 
their final form, which will not be available for some months from now, they will 
be presented in detail—by classes of property, and covering all the types of 
damage. At present, however, these evaluations have been prepared only as 
overall figures by watersheds and do not segregate losses by classes of property 
and by types of damage. They represent the overall economic effects of the 
floods, including loss of production and wages. Present estimates are not final 
and are subject to revisions as refinements are made in preparing the final figures. 

The Federal Civil Defense Administration (FCDA), in cooperation with the 
several State civil-defense organizations, has also prepared estimates for each of 
the States. These do not include the values of loss of production and wages, 
nor do they include the cost of restoring and improving river channels. In their 
preparation, the values determined by State agencies, especially for certain cate- 
gories such as roads and highway bridges, public utilities and public facilities, 
were used directly. 

FCDA has adopted the following categories in its breakdowns of estimates: 

(1) Jndustrial. —Manufacturing establishments of all types, metals, textiles, 
finished products, ete. 

(2) Commercial. —Service establishments, wholesale and retail distribution, 
automotive dealers and other occupants of business buildings. 

(3) Public Utilities. —Telephone, electric power, water and gas distribution, 
railroads, buses, ete. 

(4) Public Facilities. —Roads and highway bridges, schools, public buildings, 
sewerage systems and disposal plants, ete. 

(5) Residential. —Private homes, apartment houses, boarding houses. 

(6) Agricultural and Miscellaneous.—Farmlands and crops, farm equipment, 
livestock, farmhouses, and other items not covered in the other five categories. 

The State governments prepared estimates from data available in State agencies 
and in cooperation with local governments. The collection and assembling of 
the data was under the direction of the various State flood disaster relief com- 
missions appointed by the governors. They in turn relied on the following State 
and local agencies and private organizations for their information. 

(1 and 2) Industrial and Commercial.—State development or industrial com- 
missions, factory inspection divisions of State labor departments, chambers of 
commerce. Information was usually gathered through personal interviews with 
owners or executives of businesses. 

(3) Public Utilities.—Public utility commissions in cooperation with the in- 
dividual enterprises, both private and public. 

(4) Public Facilities—State highway departments, city engineers and public 
officials. 

(5) Residential.—Number of houses damaged—American Red Cross and city 
tax assessors. 

Value of damage to houses—tax assessors’ estimates of real property damage. 
These are on assessed values, with a widely varying percentage of market value. 
The results lack comparability from one municipality to another. The chief 
purpose of these estimates is t> determine the tax decrease due to damaged and 
destroyed buildings. FCDA estimates were also prepared. ‘These appear to be 
on the basis of market value of the preperty, repair of damage and value of con- 
tents. The two types of estimates, tax assessors’ and FCDA, therefore, vary 
widely in most instances. 

(6) Agricultural and miscellaneous.—County officials, and various sources. 

The relative accuracy of the categories into which the estimates are subdivided 
is well established. An evaluation of the degree of accuracy of the estimates 
follows: 

Excellent: Roads and highway bridges, public utilities and publie facilities. 
These evaluations were prepared by professional estimators with long experience 
in the specifie fields. 

Gocd: Industrial and commercial. Although experienced personnel gathered 
the information, the values were obtained by interviews with individuals interested 
in submitting generous figures. 

Doubtful: Residential. The variations in assessment practices in themselves 
make for inconsistencies, added to which is the fact that they do not inelude 
personal property values. The FCDA estimates which were intended to cover 
both real and personal property were obtained from local civil defense personnel, 
having varying degrees of experience in property evaluation. 
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The American Red Cross figures, and such city government figures as are 
available, on number of houses damaged are believed to be reliable. The resi- 
dential dwelling counts do not include summer or beach properties, the value of 
which could be appreciable. 

The United States Corps of Engineers estimates of direct and indirect damage 
were prepared a few days after the flood, broken down into watersheds. The 
total is $1,600 million, for the entire area under study, of which the Housantonic 
watershed with $500 million and the Thames watershed with $400 million to- 
gether account for more than half. 

The FCDA data, which represent direct damage only, were broken down on 
the same basis as the Corps of Engineers estimates. The total of $455 million is 
less than one-third that of the Corps of Engineers total and, in this case, the water- 
sheds with the largest amounts are the Housatonie with $173 million and the 
combined Delaware and Hudson with $110 million. These two areas together 
total $283 million, or 62.2 percent of the overall amount. The Corps of Engineers 
and FCDA tables are shown below: 


Direct and indirect damages, floods of August 1955, estimated by United States 
Corps of Engineers 


[By watersheds] 


Housatonic River (34 on Naugatuck) $500, 000, OOO 
Connecticut River 140, 000, 000 
Thames River : £00, 000, 000 
Blackstone River 200, C00, 000 
Charles and Neponset Rivers 10, 000, 000 
Delaware and Hudson Rivers __- 350, 000, 000 


Total. - - 1, 600, 000, 000 
Direct damages, floods of August 1955, based on State and FCDA data 


[By watersheds] 
Housatonic River $173, 000, 000 
Connecticut River 63, 000, 000 
Thames River 57, 000, 000 
Blackstone River 27, 000, 000 
Charles and Neponset Rivers 25, 000, 000 
Delaware and Hudson Rivers 110, 000, 00C 


Total. 155, 000, 000 


The FCDA data also permit a breakdown by classes of property, as described 
above. 


Estimated damages by types of property, based on FCDA data 


Industrial _ ’ ’ Ze $158, 800, 000 
Commercial 65, 100, OOO 
Public utilities 85, 100, OOO 
Publie facilities 90, 700, OOO 
Residential . ; $1, 300, 000 
Agricultural and miscellaneous 13, 800, 000 


Total fe , “ ; 454, 800, 000 


Because of the highly industrialized nature of the area affected by the flood, 
miscellaneous and farm property damage represent only 3.0 percent of the total. 
Residential damage also is not a high figure percentagewise, being 9 percent of the 
total. These three items together amount to $55,100,000 out of a total of $454,- 
800,000, leaving $399,700,000 for establishments largely identified with an indus- 
trial economy. The largest item is industrial damage, which accounted for 35.0 
percent of the total. 

Regarding the two categories—commercial ($65,100,000) and residential ($41,- 
300,000)—it is believed that these figures are conservative and might well be 
appreciably higher. Unfortunately, no information could be obtained on the 
number of commercial establishments affected, but the total for residences dam- 
aged is given as 24,654 (see table below). 
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It should be noted that none of the estimates include damage to summer and 
beach properties. The damage to these properties, therefore, is an addition to 
the residential damage, but its value is not known. Also, as far as could be deter- 
mined, no estimate was made of the value of private automobiles destroyed or 
damaged. Likewise, the losses outlined above probably do not include damage to 
goods in transit. 


Number of residential dwellings damaged, according to American Red Cross and 
Connecticut authorities 





Minor 








| otal | Major bia 
State destruction | damage damage | Total 
: ia eRe oi = 
Massachusetts ee ; a= 97 | 309 | 4, 502 | 4, 908 
Rhode Island J 34 67 | 310 | 411 
Connecticut : ee 668 2, 460 5, 213 8, 341 
New York 26 | 88 | 1,919 | 2,033 
New Jersey 5 93 564 | 1,017 1, 674 
Pennsylvania 5 : ee 260 1, 591 5, 436 | 7, 287 
Total . = ; J eis 1,178 5,079 | 18, 397 24, 654 





In order to develop an estimate of the damages to residential property, in- 
quiry was made of Red Cross personnel in charge of rehabilitation work. These 
professional workers had widespread knowledge of the flood areas, and had been 
dealing with contractors and builders estimating repair and rehabilitation work. 
Including household furnishings, clothing, and other personal possessions, it was 
estimated that the average dollar value of a residential dwelling totally destroyed 
or washed away was approximately $13,000; major damage was estimated to 
be approximately $3,000 per residence and minor damage was estimated at $300 
each. 

If these approximate values are applied to the numbers of dwellings in the 
above table it is found that the personal and residential property losses were as 
follows: 


SR i ates SIRE $15, 000, 000 
Residences with major damage i CD RN ee 15, 000, 000 
Residences with minor Gamage.............................. 6, 000, 000 


Seen ee rar Trae ae 36, 000, 000 


The $36 million loss thus estimated compares with the $41,300,000 developed 
by the Federal Civil Defense Administration as residential damage in the 6-State 
area affected by the August 1955 floods. Dividing these amounts by the total 
number of properties (24,654) indicates the average damage per residence to be 
somewhere between $1,500 and $1,700. 

The family rehabilitation awards made by the American Red Cross to assist 
those without sufficient resources of their own totaled $7 million, while the Red 
Cross also provided emergency assistance of $1,780,000. Over 14,000 families 
have sought Red Cross aid, although about 50 percent of these required only 
emergency assistance. 

The large differences between the estimates by the FCDA and the Corps of 
Engineers seem to be due mainly to two factors: 

(1) The corps includes indirect damages in accordance with their standard 
procedure for computing the benefits derived from flood control structures. 

(2) The damage figures obtained from the corps were determined shortly after 
the flood, when the physical conditions made it impossible to make a reliable 
assessment of actual damages to many properties. Up to the present date, the 
corps has been chiefly occupied in making emergency repairs to essential facilities. 
We understand that they will prepare revised estimates at a later date. 

For the purposes of the present report, we have relied primarily on the estimates 
of the FCDA, supplemented with data from other sources as explained above, as 
representing what we believe is a conservative figure for overall direct damages 
caused by the floods. Any wind damage included in these estimates was of a 
minor nature. 


Residential damage loss 


DIRECT AND INDIRECT DAMAGES 


Damages to property caused by floods are generally classified in two groups: 
(1) Direct losses, and (2) indirect losses, 
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Direct losses consist of physical damage to property and goods, measured by 
present day cost of repair or the replacement in kind, and the cost of cleanup 
and for moving goods. 

Indirect losses consist of value of service or use which is lost or caused by flood 
conditions, not chargeable to direct loss. They include losses of business and 
wages, and costs of relief and similar expenses, and may occur both within and 
outside the flood area both during the period of the flood and the subsequent 
rehabilitation. Typical examples during the 1955 floods were the losses to 
individuals and business concerns resulting from shutdown of railroads for more 
or less extensive periods, loss of revenue by toll bridges or toll highways, in 
addition to loss of business by factories and mercantile establishments and of 
wages by their employees. 

Indirect damages cannot be computed with direct relation to the stage of floods, 
primarily because the relation between the stage and the indirect loss is not 
constant. Other conditions are involved, such as the fact that business losses 
depend also upon the time during which the plant is closed for repairs, varying 
with the nature of the business as well as the extent of the physical damage, 

It has heen found, however, that reasonable estimates of indirect losses by 
individual business concerns can be made as a percentage of direct losses, since 
there appears to be a somewhat constant relationship between indirect and direct 
loss. This is the practice of the Corps of Engineers, the percentages being 
determined from available data studied by methods of sampling and rational 
analysis. 

NATURE OF THE AUGUST 1955 FLOODS 


The study of the damage caused by the floods of August 1955 in the North- 
eastern States showed the diverse nature of the flooding which took place. 

Much of the damage and almost all of the loss of life occurred in the upland 
valleys where the heavy surface runoff of water from the intense rainfall first 
gathered in the larger brooks and smaller tributaries of the rivers. This was 
the situation in the Poconos of Pennsylvania, the vicinity of Ellenville, N. Y., 
the Berkshire Hills and Winsted, Conn., at Putnam, Conn. on the Quinebaug 
River, and on the upper reaches of the Blackstone River north of Woonsocket, 
R. I. In these areas, the amount and force of the water turned hillside brooks 
into raging torrents washing out roads, bridges, farm buildings and rustic cabins 
in the rural areas. Where such streams were confined between banks as they 
coursed through towns, the rushing force of the waters undermined the high 
banks, and overturned or floated away all the structures in the way. 

In extreme contrast were the floods in the main valley of the Delaware River. 
In the sections of New Jersey and Pennsylvania from Stroudsburg to Philadelphia, 
the damage was caused not by rushing water, but by slow inundation as the great 
volume of water collected from all the tributaries slowly spread out across the 
width of the river flood plain and proceeded down the river. In the lower sections 
of the cities on this river, residences and other buildings which had been flooded 
in 1903 and 1938 were again inundated. With each successive flooding the 
required repairs to the structures become more extensive because rotting of sills, 
timbers, and floors becomes progressively worse and more noticeable. The loss 
or partial destruction of the six 19th-century bridges across the Delaware River 
may have been caused by such weakening. 

The extremely deep flooding of the Naugatuck River where so much of the 
Connecticut damage occurred was a combination of both rushing and inundating 
waters. The unprecedented volume of water delivered by the tributaries of the 
Naugatuck completely filled the channel and flood plain of that river. At every 
town from Thomaston, through Waterville, Waterbury, Union City, Naugatuck, 
Beacon Falls, Seymour and Ansonia to Derby, the bridges spanning the stream 
and the industrial buildings along its bank so confined the flood laterally that 
depths and velocities were increased, causing destruction never before experienced 
in that valley. 

Though the floods of August 1955 caused such diverse and widespread damage 
there was almost no damage in coastal areas either from river flooding, excessive 
tides, or wave action. 

NATURE OF OCTOBER 1955 FLOODS 


Less than 2 months after the rains and floods of August 17-20, 1955, the North- 
eastern States were subjected to the winds and rains of an extratropical cyclone, 
on October 14-17. This storm came to some of the same areas where the memory 
of Hurricane Diane was still vivid in the minds of the residents. Areas north- 
west and northeast of New York City and the coast of Fairfield County, Conn., 
were seriously affected by this storm. 
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Localities such as Ellenville, N. Y., Winsted and Ansonia, Conn., might have 
suffered as much from the October storm as they had from Hurricane Diane were 
it not for the fact that Diane had enlarged the stream channels by scour and the 
Corps of Engineers had just completed clearing the channels of debris from that 
storm. In these places, flooding was less severe and not much of the property 
swept away or damaged in the first flood had been replaced in the short time 
before the occurrence of the second. 

In the same localities where temporary bridges and structures had been erected 
and where permanent repair work had been started, extensive damage was 
caused to these facilities. 

The October storm brought extra high tides to the western Connecticutshore- 
line. Accompanying high winds caused considerable damage to sea walls and 
dikes. This combination of winds, tide, and rain flooded beach areas and required 
evacuation of these low-lying shore areas which had been developed with year- 
round residences. 

As in the case of Diane, the extreme precipitation in October caused sheet 
runoff of such volume that the smaller streams became raging torrents, washing 
roads, bridges, and other obstructions out of the way. Many coastal streams of 
Fairfield County caused extensive damage, the maximum damage of this kind 
being felt in Norwalk, Conn. 

Estimates of the October floods are now possible although they are considered 
as preliminary. The total damage of the October flood amounts to $38,570,000 
compared to $454,800,000 for August. In both floods Connecticut suffered the 
greatest losses, 46 percent of the total in August and 67 percent in October. 
Rhode Island, one of the States which was hard hit in August suffered no damage 
in October, while damage in two other States, Massachusetts and Pennsylvania, 
was small in October. 

The following table indicates the directly comparable damage figures resulting 
from the August and October floods: 





Class of flood damage August flood October flood Total 

Industrial $158, 800, 000 $9, 610, 000 $168, 410, 000 
Commercial 65, 100, 000 4. 870, 000 69, 970, 000 
Publie utilities &5, 100, 000 1, 110, 000 86, 210, COU 
Public facilities 90, 700, 000 14, 550, 000 105, 250, 000 
Residential 41, 300, 000 7, 480, 000 48, 780, 000 
Agriculture and miscellaneous 13, 800, 000 950, 000 14, 750, 000 

Total . 454, 800, 000 38, 570, 000 493, 370, 000 


While these figures indicate that the October storm caused less damage generally, 
in at least one respect, it was more serious and its effects more widely felt. It 
caused highway and railroad washouts such that: 

(1) The New Haven Railroad suspended all operations in New England 
for 36 hours; then 

(2) Though passenger service was resumed by buses, freight service to and 
from New England continued suspended for 8 days; and 

(3) The Boston Post Road (U. S. Route 1) and the Merritt Parkway 
(Connecticut Route 15) were both severed for 5 days. 

The simultaneous disruption of these three facilities by washouts in the vicinity 
of Norwalk caused major inconvenience to thousands of travelers and shippers 
between New York and the whole of New England. 


METEOROLOGICAL CONDITIONS PRODUCING EXTREME FLOODS AND STORM TIDES IN 
THE NORTHEASTERN STATES 

The present study attempts to appraise the flood-producing potentialities of 
the Northeastern States taking into account the extreme river and tidal stages 
resulting from the passage over the region of several intense hurricanes. The 
rainfall of the tropical cyclone of August 17-20, 1955, is compared with the 
precipitation that occurred in storms of the past and with a preliminary estimate 
of the maximum possible rainfall. In a like manner observed hurricane storm 
tides along the coast of southern New England are compared with the theoretical 
maximum ocean surface levels. 


Hydrological conditions conducive to producing severe floods 
In all seasons of the year a reduction of the water absorbing capacity of the soils 


by even a series of minor storms can create a condition conducive to critical rates 
of runoff if a major storm should then occur. 
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In the winter and spring the maximum floods are caused by warm air masses 
producing precipitation on a heavy snow mantle thus augmenting normal rainfall 
runoff by snow melt. The atmospheric moisture during these two seasons is, 
however, less than can occur in the summer and fall and net peak rates of flow 
should be less though total runoff volume may be larger. 

In the summer and fall the atmospheric moisture content and temperature of 
the air masses that can invade the Northeastern States approach the maximum 
values frequently attained in the tropics. It is to be expected, therefore, that 
maximum rates of rainfall and runoff can be expected during the summer and 
fall though flood volumes may be less than in winter and spring. 

Sources of almospheric moisture 

The air masses responsible for heavy precipitation in the Northeastern States 
must largely be of maritime origin. The source regions for the warmest and 
most humid air are the Caribbean Sea and Gulf of Mexico. These tropical 
maritime masses reach the Northeastern States in two ways, namely 

(1) by overland paths along the Mississippi and Ohio River valleys, and 
(2) more directly over the waters of the Atlantic Ocean. 

It is to be expected that during certain seasons, the air masses passing over 
the land are modified and consequently are less moist than those passing over 
the Atlantic. Observations of maximum atmospheric moisture content indicate 
ihe correctness of this assumption. 

The air masses in the source regions attain their properties by a transfer of 
energy from the surface of the ocean to small masses of air. For this transfer to 
occur the sea-surface temperature must be higher than the air temperature at 
the contact surface and the vapor pressure over water must be greater than 
that of the air. 

Sea-surface temperatures in summer in the Caribbean Sea and Gulf of Mexico 
average about 28° C. (82° F.). In the winter the average sea-surface temperature 
is only about 3° C. (5° F.) less. In the source region summer tropical maritime 
air is therefore somewhat warmer and more moist than in winter but the vertical 
structure is similar. 

As these masses pass inland from the source region in summer the continental 
areas tend to raise their temperature. On the other hand, in winter the Atlantic 
and land areas tend to lower the temperature of the gropical maritime air. 

It is of particular interest to note that in summer there is marked potential 
instability in the air masses originating in the Caribbean Sea and Gulf of Mexico. 
This instability is the source of the large quantities of energy used in the production 
and maintenance of the hurricanes that may eventually reach the Northeastern 
States. After passing outside of the tropics hurricanes can travel long distances 
through latitudes which in summer and early autumn have tropical climatic 
conditions. As the tropical maritime air moves northward in summer it 
generally to be expected that little change of its properties will take place. 
Storm types 


is 


Distinet and clear-cut storm types rarely exist in nature. One form of mete- 
orological disturbance may often directly or indirectly influence another. How- 
ever, as a general classification, three types of storms have characteristics of 
importance in producing severe floods in the Northeastern States, namely: 

(1) Thunderstorms, which can produce extremely high rates of precipita- 
tion over relatively small areas. 

(2) Frontal storms, generally responsible for moderately heavy rains of 
long duration. 

(3) Tropical cyclones (hurricanes) and extra-tropical cyclones, which can 
cover moderately large areas with intense and prolonged rates of precipitation. 

Actual storms are usually a combination of storm types, all of which are subject 
to intensification by the effects of local topography (orographic action). 

Whether hurricanes are now more frequent along the Atlantic coast than in 
the past is currently a subject of controversy among meteorologists. One of 
many theories relates the increase of number of hurricanes along the coastal 
United States to a northward shift of the upper westerly winds. However, no 
satisfactory evidence exists as to whether a change in hurricane paths has actually 
occurred, of either a temporary or permanent nature. 

It should be noted that all tropical hurricanes are identified as ‘‘cyclones,” 
but not all cyclones are classed as hurricanes. <A cyclonic air movement takes 
place around a barometric “low,’’ the winds in the cyclone travelling counter- 
clockwise around the center (in the Northern Hemisphere). Tropical hurricanes 
are cyclones that have their origin a few degrees of latitude north of the equator, 
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over the open ocean, and increase in tinensity sufficient to produce wind velocities 
exceeding 75 miles per hour. If they do not reach this intensity, the disturbance 
is called a cyclone rather than a hurricane. If the source of the disturbance is 
aeer the ocean and north of the tropical regions, it is called an extra-tropical 
cyclone. 


Examples of past meteorology situations 


The storm of October 3-4, 1869, is one of the earliest flood periods for which 
rather complete data on rainfall are available. This storm covered New England, 
New York, New Jersey, and Pennsylvania. The floods resulting from this storm 
may have been intensified by the rainfall of the hurricane of September 8, 1869. 

The storm of November 2-6, 1927, was the result of two local cyclones that 
developed on November 3, 1927, and which moved rapidly in a northerly direc- 
tion along a semistationary front with a north-south orientation passing through 
Vermont. A prolonged period of rainfall resulted from the gradual lifting of 
warm moist air over a barrier of cool and stable air. General and local conver- 
gence in association with a trough of pressure, accompanying the passage of the 
cyclones, intensified the precipitation in Vermont. 

The hurricane of August 17-23, 1933, produced heavy rainfall in Pennsylvania 
and a record high tide at Norfolk, Va., on the 23d. This tropical cyclone origi- 
nated to the east of the Windward Islands on August 17 and by the morning of 
August 23 was over Norfolk. By evening the storm was over Washington, D. C., 
and continued northward into Pennsylvania. The intensity of the storm de- 
creased gradually and finally dissipated itself in the St. Lawrence Valley. 

The storms of July 6-10, 1935, centered in Pennsylvania and New York, were 
a result of a semistationary cold front oriented in a north-south direction. Moist 
air passing over the front, in combination with a series of frontal thunderstorms, 
er prolonged and intense rainfall under the front and against the moun- 

ains. 

The storms of March 9-22, 1936, produced two of the most outstanding winter 
floods of record in the North Atlantic region. The resulting rainfall was accen- 
tuated by large quantities of snow melt. Two distinct periods March 11-13, and 
March 17-19, 1936, were responsible for independent floods in close succession. 
The precipitation resulted from overrunning and convergence along a front sep- 
arating warm and moist maritime air from the south and cold and relatively dry 
polar air from the west and north. 

The storm of September 17-21, 1938, produced extremely heavy rainfall in New 
England. The greatest precipitation occurred immediately before the passage 
of the hurricane proper. A deep cold cyclonic disturbance centered over Lake 
Michigan induced a flow of warm moist air over New England. A trough of 
pressure in conjunction with a semistationary front was formed over Connecticut 
and Vermont. The circulation which caused the front to stagnate also induced 
the hurricane to penetrate the frontal zone. High rates of precipitation were 
caused by strong winds in the upper atmosphere and also caused the hurricane to 
progress rapidly through New England. 

The storm of August 17-20, 1955, was the result of a tropical disturbance that 
originated in the Atlantic Ocean approximately 400 miles to the northeast of 
Puerto Rico on August 11. The disturbance reached hurricane proportions on 
August 12. The center of the hurricane reached the coast and moved inland near 
Wilmington, N. C., on August 17. By the evening of the 17th heavy rains fell in 
central Virginia. The hurricane continued to move in a northerly direction on 
August 18 up to the Mason-Dixon line at which point it turned sharply to an 
easterly direction. This caused heavy rains over eastern Pennsylvania, New 
York, New Jersey, and southern New England. The precipitation in southern 
New Engiand was prolonged as the storm center moved eastward along the 40° 
parallel for about 12 hours. Rates of rainfall were greatly intensified by the 
orographic effects of the lifting of moist air currents by upward flow over the 
mountain slopes. Figure 1 shows the rainfall pattern for the period August 17-20, 
1955. 

The runoff resulting from the storm of August 17-20, 1955, was intensified by 
the depletion of soil absorbing capacity caused by the rainfall of hurricane ‘‘Con- 
nie’’ which had preceded the August 17-20 storm by about a week. 

_Table 1 shows the preliminary values of average rainfall depth versus area for 
the storm of August 17-20, 1955. 
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TABLE 1.— Average depth of rainfall versus area, storm of Aug. 17-20, 1955 (southern 
New England, New York, New Jersey, Pennsylvania) 

Ave-age 

depth of 

rainfall 

(inches) 


Area (square miles) : 
19. § 


Table 2 compares the values of average depth of rainfall versus area for a number 
of great storms in the Northeastern States. 
of these data. In general the depths of rainfall for the hurricane of August 17-20, 
1955, exceed all previous amounts, although the storm of September 17-21, 1938, 


produced precipitation of only slightly less magnitude. 


Figure 2 is a graphical representation 
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Hurricane rainfall and hurricane tides 


The probability of hurricane occurrence per month in the Atlantic Ocean is as 
follows: (Colon, J., Monthly Weather Review, vol. 81, No. 53, 1953). 

















Probability 
Storms per month | | = 
| May | June | July August a a | October ae 
ahah AR BERN ERR | | a gage mee 
1 : 0.09 | 0. 34 | 0.39 | 0.75 | 0. 92 | 0. 83 0.36 
2 or more__- .02 | . 06 an} . 52 | é2 . 59 . 03 
a ee <p Nese es eS “02 | . 03 | -19 | - 42 | . 34 . 03 
| 





These figures indicate that it is very nearly a certainty that a hurricane will 
occur in the Atlantic in September, in any year, with excellent chances of such 
occurrence in August and October also. 

The probability of hurricane occurrence in the Northeastern States is, of course, 
much less but the relative monthly distribution is possibly similar. 


TABLE 3.—Historical hurricanes of great severity in New England (1635-1938) 











Date Region Damage 
August 15, 1635 | New England pea : : by Widespread destruction of trees. 
August 19, 1788 : | Eastern New York and western New | Much damage in Connecticut and 
| England. Massachusetts. 
September 23, 1815 : Connecticut, Rhode Island__.-- Generally destructive. 
September 3, 1821 Long Island and Connecticut Great damage at New York and in 


Connecticut. At New York the tide 
rose 13 feet in 1 hour. 
Destructive in path 60 miles wide. 


September 8, 1869 Connecticut, Rhode Island, and east- 


ern Massachusetts. 


October 23-24, 1878__ New York and New England________.| Much damage. 

August 24, 1893 New York, Connecticut, and Rhode | Severe in Connecticut and Rhode 
Island. | Island, 

September 16, 1903 --| Connecticut Valley . -.__....-.........| Extensive damage to shipping. 

September 21, 1938 Long Island and New England... __- --| Enormous property damaze. 





Table 3 lists the hurricanes of great severity in New England (1635-1938). 
Knowledge is lacking concerning the rainfall of the earliest of these tropical hurri- 
eanes. Of the 16 great storms listed in table 2, only 4 are definitely hurricane 
types which directly or indirectly created floods, namely: 

October 3—4, 1869: Indirectly created flood conditions. 

August 20-24, 1933: Directly created flood conditions. 

September 17-21, 1938: Directly created flood conditions. 

August 17-20, 1955: Directly created flood conditions. 

The actual depth of rainfall during hurricanes is probably much in excess of the 
amounts indicated by rain gages. The high winds cause the drops of rain to be 
driven very nearly horizontally and the gages are unable to accumulate repre- 
sentative catches. It is likely, therefore, that the water available for runoff 
during the hurricanes of September 1938 and August 1955 largely exceeded the 
amounts recorded. 

Observations indicate that the heaviest rainfall in a hurricane is produced in 
the right front quadrant of the storm. Under certain simplifying assumptions as 
to rainfall distribution in a hurricane and progressive speed of the center it is 
possible to arrive at some concept of the upper limits of rainfall. The results of 
such a preliminary study are given below. 

The upper limits of instantaneous wind velocity during a hurricane is not 
known. In the New England hurricane of September 1938 a velocity of 121 
miles per hour was measured for a 5 minute period. The Blue Hill Observatory 
at Milton, Mass., observed an instantaneous velocity of 186 miles per hour. The 
winds responsible for the great wind tide in Connecticut, Rhode Island, and 
Massachusetts averaged about 100 miles per hour for a period of 2 or 3 hours. 

Table 4 shows the extreme storm tide elevations experienced at locations on 
the coasts of the Atlantic and Gulf of Mexico. 
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TABLE 4.—Enxtreme storm tide elevations (above astronomical tide level) 


Apprex 
imate 
storm 

Date and region tide (feet) 


Sept. 3, 1821, New York, N. Y ha . 13 
Aug. 27, 1893, Savannah-Charleston, 8S. C________- ‘Subme rged islands 
Sept. 14, 1919, Corpus Christi, Tex___.._..__.____- noes 16 
Sept. 3, ‘1935 Florida Keys... <= <.« awe 15- 20 
Sept. 21, 1938, Gay Head, Martha’s Vi: iney vard, Mass_ rae 5-20 
Sept. 21, 1938, Providence, R. I ‘ —- 16 
Aug. 31, 1954, Providence, R. I- ee oes Ve? Aas 15 


Means are available for i attain theoretically the maximum storm tides 
that could occur at any desired location. It is probable that, with the exception 
of the coast of southern New England in the vicinity of Narrags ansett Bay, no 
portions of the Atlantic coastal waters of the United States have yet experienced 
the greatest possible storm tides due to hurricanes. There is some theoretical 
justification in the belief that the storm tides of the southern New England coast 
could not exceed 20 feet. Under extreme conditions storm tides within the geo- 
graphical area covered by this report may exceed 16 feet. However, considerable 
magnification of the coastal storm tide would occur in sea inlets such as the lower 
reaches of rivers and in shallow bays ard estuaries. 

Studies are currently being made by Governmental and other agencies for the 
purpose of estimating possible maximum storm tides along the entire Atlantic 
and Gulf coasts of the United States. 


Estimated maximum possible rainfall 


There is observational evidence to indicate that no one particular type of storm 
is responsible for producing the greatest intensity of precipitation in the North- 
eastern States. In the present study the determination of the maximum possible 
rainfall was largely founded on the investigations of the United States Weather 
Bureau. Using the most recent data available and other means of computation, 


a slight upward revision of USWB amounts was made. The resulting depth 
versus area values are shown in table 2 and are plotted in figure 2. 

It can be seen that no storm of record has yet approached these maximum 
possible values. However, it is possible that if the center of the storm of August 
17-20, 1955 had passed to the northward of its actual path the probably heavier 
rainfall of the front right quadrant would have fallen on southern New England. 
It is possible that the rainfall quantities of the transposed hurricane could have 
approached the maximum possible rainfall. An exact determination of the actual 
meteorological situation in the August 17-20 flood must await the completion of 
present studies by the United States Weather Bureau. 


Conclustons 


The present study indicates that the Northeastern States have not yet expe- 
rienced the greatest possible floods due to rainfall. The maximum possible rain- 
fall exceeds by a considerable amount any measured precipitation experienced 
in the past. 

The greatest storm tides have probably been approached on several occasions 
at certain locations on the coast of southern New England. Other Atlantic 
coastal regions have not yet experienced the greatest possible storm tides. 


COMPARISON OF 1955 FLOODS WITH PREVIOUS FLOODS 


It has already been mentioned herein that the total precipitation occurring 
on a given area of land during the Diane storm of 1955 was considerably greater 
than in any previous storm of record in the Northeastern States. The relative 
effect on flood discharge of many streams in this area was even more pronounced. 
This was particularly true of the smaller streams whose headwaters are located 
in the zone of maximum precipitation. Typical examples of this condition for 
rivers in Connecticut and Massachusetts are given in table 5, based on preliminary 
estimates of streamflow by the United States Geological Surv ey. On the smaller 
drainage basins, the 1955 flood was as much as eight times as great as the max- 
imum previous record. On the other hand, the flood on the Connecticut River 
was much smaller than the previous maximum, because the 1955 storm only 
affected a small fraction of the entire drainage basin. 

It is evident that the hurricane storms of August 1955 caused unprecedented 
depths of precipitation over certain areas, resulting in floods of extraordinary 
magnitude on many of the smaller rivers and streams. 
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TaBLe 5.—Comparison of 1955 floods with previous records 





| | Maximum, previous 
Drain- | Leneth flood 1955 Ratio of 
. age area | of rec. |—-—————_————____ flood _| 1955 to 
Stream location (Square ord eye cubie | previous 
miles) | (years) . Cubic feet per maxi- 
} | ate feet per | second mum 
| second | | 
NEW ENGLAND } 
Neponsit River, Norwood, Mass 35 | 16 | May 9,1954 | 430 1, 150 2. 68 
Blackstone River, Northbridge, | | } 

Mass a 139 16 | Mar. 19, 1936 | 7,510 | 13, 000 1.73 
Blackstone River, Woonsocket, R. I 416 26 | July 24,1938; 15,100 | 26,000 1,72 
Quinebaug River, Westville, Mass 94 16 | Mar. 22, 1948 | 1, 500 13, 000 8. 68 
Quinebaug River, Putnam, Conn 331 | 26 | Sept. 21,1938 | 20,900 | 39,000 | 1. 87 
Still River, Robertsville, Conn_____- 84 | 7 | Dee. 31, 1948 | 9,550 | 32,000 3. 36 
Blackberry River, Canaan, Conn 48 6 | Nov. 26, 1950 2,550 | 10, 500 | 4.12 
Naugatuck River, Thomaston, Conn 72 | 25 | Dee. 31, 1948 10,200 | 35,000 | 3. 44 
Naugatuck River, Naugatuck, Conn_! 246 | a t....208..2...31 200 106, 000 | 3.72 
Connecticut River, Thompsonville, | | | 

 seencnet tes ai iy a Pattee Rigel 9, 661 | 27 | Mar. 20, 1936 | 282, 000 174,000 j_..-- 

| | | 
NEW YORK STATE 
Rondout Creek, Rosendale, N. Y_- 386 30 | Aug. 27, 1928 | 27,300 | 30,900 | 1.13 
Wallkill River, Gardiner, N. Y___- 711 | 32 | June 1,1952| 21,200/ 30,600 | 1. 44 
Fishkill Creek, Beacon, N. Y 186 | 11 | Jan. 25, 1953 | 3, 220 | &, 800 | 2.73 
Delaware River, Barryville, N. Y 2, 023 15 | May 23, 1942 105, 000 130, 000 | 1. 24 
Delaware River, Port Jervis, N. Y 3, 076 51 |_._.-do__...___| 140,000 | 233, 000 1. 66 
Tenmile River, Tusten, N. Y * 45 | 10 | Nov. 26, 1950 1, 870 6, 850 | 3. 66 





CLIMATIC CHANGES 


The great increase in precipitation and stream discharge in the 1955 floods 
as compared with previously recorded storms indicates that the storms of August 
1955 were of a very exceptional nature. From a statistical standpoint, it appears 
that they would have a probability of occurrence much smaller than would be 
indicated by theoretical studies based on previously available records. Two 
alternative inferences may be drawn from this situation: 

(1) The 1955 storms were the result of atmospheric conditions of a most 
unusual character, following the simultaneous occurrence of a number of 
unfavorable controlling factors that normally would not be expected to occur 
together; or 

(2) there have been changes in general climatic or atmospheric conditions 
in recent years that tend to increase the frequency and intensity of storms 
of this type along the North Atlantic seaboard. 

If the first inference is accepted, it would be possible to make a reasonable 
estimate of the probability of occurrence of such storms in the future, for use in 
determining the effect of the 1955 floods on the mean annual flood damage to be 
expected on rivers in the area under consideration. If the second inference holds 
however, any estimates of flood probability based on previous records would have 
to be revised to include the effect of the assumed changes in meteorological con- 
ditions. 

This problem involves consideration of the general question of climatic change 
in the Northern Hemisphere. Studies byg eologists, meteorologists and other 
scientists indicate that there may be a gradual climatic change under way, of a 
nature similar to climatic cycles that have occurred on the earth in past ages. 
Such changes, however, are known to be very slow, extending over periods of 
thousands of years. It does not appear likely that they would show any appreci- 
able effect within periods of 50 or 100 years. The recent apparent changes in 
climate affecting the paths of hurricanes along the North Atlantic seaboard cover 
too short a time period to justify the assumption of any long-term major climatic 
changes in this region. Nevertheless, the possibility of such cyclic variations 
in climate should not be neglected in estimating flood probabilities. 


PROBABILITY OF OCCURRENCE OF 1955 FLOODS 


If the question of climatic change is eliminated from consideration, the excessive 
magnitude of the 1955 storms must be treated as due to an unusual combination 
of most unfavorable controlling factors, but excluding any additional factors that 
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have not been effective during the period of record. As a result, if we have 
prepared a suitable probability curve representing the previously recorded floods, 
the 1955 floods should be located on the same curve. But since these recent 
floods are so much larger than any previously observed, such a method of plotting 
will result in assigning a Very low value of probability to them. 

For example, if the previous probability study was based on a record extending 
from 1900 to 1950, the previous maximum flood would be considered to occur on an 
average of once in 50 years, or with a probability of two one-hundredths. Adding 
the 1955 flood to this record might indicate that its probability of occurrence is 
only once in 500 years (0.2/100) although the present length of reeord would 
indicate a corresponding value of only one in 55 vears or 1.82/100 

If the present hurricane situation is assumed to be the result of climatic changes, 
the question of determining the probability of occurrence of the 1955 floods becomes 
much more difficult. Such a change would have to be assumed as commencing 
not earlier than 1938, the year when the first severe hurricane in more than 100 
vears struck the Long Island coastline. The intervening period of 17 years is 
much too short to permit any reasonable estimate of probability for the recent 
storms. 

All of this brings out the difficulties of estimating mean annual flood losses in 
any locality by statistical methods, even if the problem of errors of sampling 
discussed in our 1952 report could be satisfactorily taken care of. 


EFFECT OF 1955 FLOODS ON MEAN ANNUAL FLOOD LOSSES 


Even if the 1955 floods are exceptionally large in comparison with previous 
recorded floods, their effect on determination of the mean annual flood loss for any 
particular property may be relatively small. As a check of this conelusion, we 
have in-‘estigated the losses that would be incurred by such floods in the Nauga- 
tuck River Valley at Waterbury, Conn., upstream from the Mad River, as esti- 
mated by the New England Division of the Army Corps of Engineers, using 
methods described in our 1952 report in a study of the Merrimac River at Lowell, 
Mass. The latter study could not be used for a comparison of the 1955 floods 
since these had only a small effect on the Merrimac River. 

The Corps of Engineers analyzed the flood records at Waterbury in 1953. In 
a considerable portion of the city, the estimated flood damages were correlated 
with water stage levels on the upstream side of the West Main Street bridge. 
Flow records through Waterbury were available as far back as 1930, from which 
a flood-probability curve was prepared. With these results, a curve of damage 
versus probability was prepared, corresponding to the records prior to 1953, 
similar to figure 6 of our 1952 report. From this curve, the ™ean annual flood 
loss for the area under consideration was estimated as $47,200, based on 1949 
price levels. Applying an index of 1.3 to (increase the value to) reflect 1955 prices 
would result in mean annual flood loss of $61,360. 

The discharge at Waterbury in the August 1955 flood was estimated by the 
Corps of Engineers as about 80,000 cubic feet per second. The corresponding 
total da*rage in the area under consideration was estimated as about $13 million 
1949 prices), or $16,900,000 on the basis of 1955 prices, based on an extrapolation 
of the previously -rentioned study of flood davrages. If the 1955 flood is cor 
related with the flood-probability curve obtained fro’n the records prior to 1953, 
it may be assu’ned to have a probability of only 0.0001 percent. With these data, 
the 1955 flood could be assu:red to increase the estimate of mean annual flood 
loss by $16,900,000 X 0.001, or $1,690, which is only 2.75 percent of the 1953 
estimate ($61,360), raised to 1955 prices. 


EFFECT OF REPETITIVE FLOODS 


The floods resulting from hurricane Diane on August 17-20, 1955 caused 
extensive damages in the area under study. The storm of October 14-17 caused 
serious flooding in portions of the same area that was damaged during the August 
floods only 8 weeks previously. This raises the question of how such a repetition 
of floods in the same year would affect owners of properties subject to flooding. 

This question was considered in our 1952 report, page 17, in connection with 
the discussion of methods of selection of flood events for statistical analysis. 
“If the partial duration series is used to establish a flood-frequency curve, it will 
generally include ‘nore than one flood in any particular vear. If these individual 
floods are not far apart in date of occurrence, they should not all be included in 
the record. After one flood has occurred, a subsequent flood within a few weeks 
will not cause additional direct damage to the property unless the damnage caused 
by the first flood has been at least partially remedied in the meantime ”’ 
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In the floods of October 1955, most of the damage was done in localities that 
were not seriously affected by the August floods. Accordingly, for these the 
“annual flood” for 1955 would be that recorded in October rather than in August. 
For other properties, the August flood would be considered in the statistical analy- 
sis, unless the discharge in October actually exceeded that recorded in August. 

Present indications are that the precipitation during the October storm was 
generally less intense than in August. However, it is possible that flood stages 
on some streams during the October flood might have been higher if debris de- 
posited in or adjacent to the flood channel had not been removed prior to the 
October storm. 

TYPES OF FLOODS 


The storms of August 1955 were affected by different conditions in the various 
river valleys. On the larger rivers, such as the Delaware, the damage was caused 
largely by water transmitted from upstream at greater rates than could be handled 
by the natural river channel, resulting in overflow of the riverbanks and inundation 
of the adjacent flood plains. On the smaller streams, there was apparently exten- 
sive sheet runoff, resulting in overland floods (1952 report, p. 60). This condition 
caused widespread damage and loss of life in sections that had never previously 
been subject to severe floods within the period of record, and was at least partially 
the result of the ground being well saturated by Hurricane Connie before Diane 
came along. 

On some rivers, much of the flood damage was caused by the failure of old dams 
upstream. In portions of Pennsylvania and New England, there are numerous 
small dams constructed many years ago at a time when there was inadequate 
information available as to possibilities of floods forming in the streams. Some 
of these dams had insufficient spillway capacity to pass the excessively large flows 
occuring during the flood, and many of them washed out from that cause. Others, 
particularly those constructed partly of timber, were weakened because of their 
age, and unable to withstand the pressure of the high water. Wherever one of 
these dams failed during the crest of the flood, the maximum discharge down- 
stream was greatly increased. 


TYPES OF FLOOD LOSSES 


Flood losses are generally classified as (1) direct losses, and (2) indirect losses. 
The direct losses comprise physical damage to property and goods. Indirect 
losses include the loss of wages and business profits, or the increased operating 
cost due to the flood. The direct losses are caused by inundation or dynamic 
effects, but generally would not be affected by the duration of the flood or by the 
occurrence of a repeater flood such as that of October 1955, within a few weeks 
after the original flood, unless the second flood were greater in magnitude than the 
first. Indirect losses might be increased by a second flood, or by increase in the 
duration of flooding. 


POLLUTION OF GROUND WATER 

Along certain rivers, particularly adjacent to the ocean, an appreciable rise in 
the stream surface may cause pollution of ground water in the vicinity of the river, 
even if the flood plain is not extensively inundated. If the river surface rises 
above the ground water table, there will be a discharge from the river to the 
ground water reservoir, and the latter may become polluted by salt water or by 
sewage or industrial wastes in the river. There is no evidence available of such 
pollution having occurred in the 1955 floods. 

H. ALDEN Foster. 
Curtis J. Hooper. 
A. A. Kocu. 

Mr. Mutter. Mr. Clerk, will you call the next witness? 

The CLerx. The next witness, Mr. Chairman, is Mr. Herbert 
Yount, representing the American Mutual Alliance. 

Mr. Mutrer. Mr. Yount, you have the same privilege as we ac- 
corded to Mr. Herd. You may read your statement, and then subject 
yourself to questions, and if you have anyone else that you would care 
to assist you, vou may call upon them. 

Mr. Yount. Thank you, Mr. Chairman. I think I would like to 
read the statement. I think you are a little pressed for time. Then 
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I may want to add a few comments, and then if there are questions 
following, I will be happy to answer them. 
Mr. Mutrer. All right. You may proceed. 


STATEMENT OF H. W. YOUNT, VICE PRESIDENT, LIBERTY MUTUAL 
INSURANCE CO., APPEARING ON BEHALF OF THE AMERICAN 
MUTUAL ALLIANCE 


Mr. Yount. I might say, Mr. Chairman, that I think we are very 
much indebted to Mr. Herd. He is an expert in this field, and I am 
not, and his work and his association deserves careful consideration. 

I think that perhaps we differ a little bit in conclusions. 

I will read the statement, if I may. 

My name is H. W. Yount, and I am vice president of the Liberty 
Mutual Insurance Co., of Boston, Mass. I am appearing today on 
behalf of the American Mutual Alliance, a trade association with head- 
quarters at 20 North Wacker Drive, Chicago, Ill. The membership 
of the American Mutual Alliance consists of 118 mutual fire and 
casualty insurance companies which collectively write premiums ip 
excess of $1 billion annually. These companies do business through- 
out the United States. Some of them write all lines of business in 
their class throughout the United States while others confine them- 
selves to a limited number of cov erages in restricted areas. There- 
fore, in size they vary from relatively small companies to relatively 
large companies. 

Our companies are owned and operated by, and for, the benefit of 
our policyholders. Many of them trace their origin to the necessity 
for finding some method of coping with the economic loss for which 
insurance was not available, or if available for which coverage or costs 
were unsatisfactory or prohibitiv e. Perhaps it is because “the cata- 
strophic losses arising from floods fall into this category that the matter 
has been one of major concern both to our company managements and 
to our policyholders. We have no immediate solution to suggest 
to your committee. We do not share the extreme pessimism that 
insurance is wholly inapplicable. We believe that there may be areas 
where insurance may be possible and may be a partial solution. 

We submit the following summary of our present conclusions with 
respect to the problem. 

ry . a ° . . . <¢ 

There is a certain amount of confusion in the thinking about the 
problem of flood losses and what should be done about them. The 
property damage and human misery which result are frequently 
catastrophic. Obviously, such losses require action on a variety of 
fronts. Remedial action may be required at the Federal level, at the 
State level, at the local government level, at the level of local or 
national private agencies, or at the individual level through self- 
protection. It must be kept in mind, however, that relief is not 
insurance-—and insurance is not relief. If we are concerned with 
insurance we should confine our attention to the aspects of the problem 
which may possibly be handled by insurance and recognize that wide 
areas of the problem can be handled only by relief, public or private. 

Parenthetically, I should include rehabilitation there, but I was 
referring to the noninsurance aspects. 

Insurance is a means of self-protection whereby individuals protect 

themselves against an expectancy of loss by paying into a common 
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fund an amount based upon such loss expectancy. The amount paid 
into such fund is commonly known as an insurance premium and it 
should be adequate over a period of time to provide for losses and 
expenses. A basic principle of insurance is that the premium should 
bear a definite relationship to the expectancy of loss so that over a long 
period of time each group for which loss expectancy varies might be 
said to have paid for their own losses and expenses. This is illustrated 
by the everyday experience of life insurance costing more for a man 
age 50 than for a man age 30, fire insurance costing more in cities with a 
high incidence of fires, and windstorm and related insurance costing 
more in areas where such losses are frequent. 

2. From an insurance standpoint, it should be perfectly obvious 
that areas regularly subject to flood cannot be insured. The loss is 
certain and frequent and the only long-range solution to the problem 
is prevention through flood control and such immediate relief or 
rehabilitation as can be furnished in the interim. While such a 
program is not within the purview of this committee, it is difficult to 
see how the entire problem can be appraised without an evaluation 
of the effect of a long-time program of flood control, possibly through 
cooperative action by the federal, State, and local authorities. 
Analysis will probably indicate various degrees of long-range effective- 
ness of flood control, which in turn would point to the need of future 
zoning or other control of occupancy in probable flood areas. 

For areas with adequate flood control or for which flood expectancy 
is low, there may be a possibility of insurance as a partial solution to 
the problem. Such a program should be developed after careful study 
and would necessarily be highly experimental in its early stages. In 
such an experimental program the rating system, even though crude, 
should be designed to reflect as accurately as possible estimated differ- 
ences in long-range flood expectancy. Otherwise, any insurance plan 
is doomed to failure through adverse selection. Where rates are too 
low the coverage will be purchased and it will not be purchased where 
rates are too high, thereby producing a certainty of an underwriting 
loss. 

3. Realistically we must admit that even the most soundly con- 
ceived scheme of insurance will not be a complete solution to the prob- 
lem of economic loss from flood. At best, it will be a partial solution. 
Availability of insurance means making it possible for individuals to 
protect themselves. The availability of insurance does not mean that 
it will be purchased universally or even widely. Our everyday ex- 
perience in the insurance business demonstrates the truth of this state- 
ment. Windstorm and extended coverage insurance is available every- 
where in the United States, and has been for years. It takes a 
hurricane or a tornado or a succession of each to cause individuals to 
purchase adequate insurance. And yet in each such event there is 
a great deal of uninsured property loss and consequent suffering and 
a certain amount of relief is necessary. We should not delude our- 
selves into believing that there would be any different result if flood 
insurance were available. 

4. In any insurance plan considered, we believe certain matters are 
fundamental: 

(a) The property owner should bear a certain minimum loss himself. 
Such a deductible amount might be an aggregate for a location 
applicable to both building and contents, or there might be a separate 
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and differing deductible for real property and personal property. 
Such a deductible principle recognizes the impact of the size of the 
loss upon the individual at a point where the economic loss involved 
is serious, eliminates a multitude of minor claims which are expensive 
to handle and frequently difficult in evaluation, and serves to keep 
the rates low enough to offer incentive to purchase insurance against 
the more serious loss. 

(b) There is an upper limit on property insurance rates beyond 
which insurance will not be purchased except in extreme cases. 
Insofar as individuals are concerned in insuring their homes and 
personal property, it seems probable that any rate in excess of 
percent would result in pricing the insurance out of the market even 
in areas where damage has been rather severe. If our experience on 
windstorm insurance and extended coverage is comparable, it seems 
fair to assume that a rate in excess of one-half of 1 percent will dis- 
courage the purchase of insurance on the part of a substantial portion 
of home owners. 

(c) In order to provide an incentive to purchase some insurance 
protection in more hazardous areas, the amount of protection might 
be reduced through coinsurance, thereby keeping the rates and 
premium charges below those otherwise applicable. 

(d) There must be a reasonable relationship between the amount 
of insurance purchesed and the value of the property insured. Perhaps 
the values for fire insurance purposes are the best readily obtainable 
on a uniform basis. 

(e) A careful definition of ‘‘flood’’ is needed to include or exclude 
rising underground water, seepage, rising tides, wave damage, and 
so forth, in addition to stream runoff of excess surface water. 

5. We believe that this problem is a major challenge to the insurance 
industry and would like to see methods of insurance developed which 
might eventually be assumed entirely by private insurance. At this 
stage it seems fair to assume that the development of private insurance 
may be contingent upon a demonstration that Government insur- 
ance is practicable. If so, we would prefer to see legislation so drafted 
that the gradual withdrawal of Government insurance would be 
possible with the development of private insurance. We would be 
reluctant to see Government enter the field with a subsidy of such a 
large part of the cost that private insurance would be precluded 
permanently from entering the field competitively. 

6. Aside from normal underwriting uncertainty, two possible 
obstacles to the development of private insurance in this field are the 
absence of any present method of spreading the risks entailed from a 
sudden loss of catastrophic proportions within a limited area through 
remsurance, and the difficulty of accumulating catastrophe reserves 
under our present income tax laws. It is possible that Government 
reinsurance might be provided to private insurers in order to attain 
through reinsurance of many companies the equivalent of a 
geographical and time spread. 

If the Government should decide to experiment with an, insur- 
ance program without private carrier participation, our association 
is prepared to offer the services of our companies and their field 
forces in any manner in which we can serve the public interest, either 
through the placement of such Government insurance or through 
assistance in the evaluation and settling of claims. 
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In conclusion, may we reiterate our belief that, at best, insurance 
would be only a partial solution to the problem of economic loss with 
which we are concerned and that an adequate insurance program to 
deal with those areas considered feasible may require a more careful 
study than has been possible to date. This would seem to indicate 
the need for caution in attempting to develop a reasonably sound 
program initially even though experimental in nature. 

In connection with this last point 1 mentioned, Mr. Chairman, in 
thinking more about the matter since I prepared this statement, it 
has seemed to me that if decision is to be made that some Govern- 
ment insurance program is feasible, perhaps we are attempting to 
cover too much territory. When we get into the problem of losses to 
municipalities, streets and roads, and highways, and bridges, the 
problem of losses to utilities, the problem of losses to our transporta- 
tion agencies, the problem of losses to large industrial concerns, the 
problem of losses to mercantile and small businesses, and the problem 
of losses to the individual homeowner, perhaps attempting to experi- 
ment on such a broad area is attempting to cover too much territory. 

It might be advisable to select an area where the need is greatest, 
such as residences or small businesses. Whether that would be 
feasible, or not, I have no recommendation. I merely throw it out 
as a suggestion. 

I think we are also in some difficulty when we talk about insurance 
of personal effects. Now, Mr. Herd mentioned that in certain in- 
stances flood coverage is applicable to personal effects, household 
furnishings, and so forth, under some limited forms. 

It seems to me that in considering such a vitally important pro- 
gram as this, perhaps first things might be placed first, and the 
question of a possible insurance program on physical property would 
take precedence over other items. I don’t know. I offer that as a 
consideration. 

The questions of costs which the committee has raised, and which 
you have been concerned with in your previous hearings, are, of 
course, vital to such a program. My own view is that if an insur- 
ance program is to be developed which could ultimately be sound, 
it would have to be on an actuarial basis. By that I mean, there 
should be some reasonable relationship between costs and expectancy 
of losses and the insurance premium. 

If it were practicable to zone the country into relative areas you 
might assume you would get some insurance spread through the 
chance that not all zones would be hit in any one year, or short suc- 
cession of years. That is a matter that would deserve careful 
investigation. 

In short, we are a little more hopeful about the possibility of insur- 
ance doing something ultimately. Our reasons, I think, lie in the 
fact that insurance for a great many years has been successivel\ 
solving the problems that arise in connection with new forms of 
economic loss. It is only ninety-some years since the industry said it 
was impossible to write windstorm coverage. It is only 200 years 
since the first insurance company to write any sort of fire insurance: 
was organized in the United States, and as the industry has coped 
with economic developments and new forms of loss I‘feel that this 
is a challenge. 

Our companies feel that it is a challenge. We recognize the validit; 
of all the arguments that Mr. Herd’s people have presented. They 
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have done a splendid job in accumulating the facts. 1 wonder if we 
were not writing windstorm coverage today, and we accumulated the 
same kind of information with respect to the effect of hurricanes, 
whether we would conclude that we couldn’t write hurricane coverage. 

I recognize that there is no easy solution, but I would like to offer 
the services of our companies in any way we can, and if the committee 
wants to study the matter further we would be glad to do what we can 
to assist. 

Mr. Brown. I want to ask you one question: 

Do you think many people would take further insurance if they had 
to pay as much as $1.75 per hundred? 

Mr. Yount. Mr. Brown, after the serious storms on the Atlantic 
coast some years ago, our fire affiliate offered so-called wave wash 
insurance to summer residences occupied. I think the rate we pro- 
posed at that time was a rate of about 1 percent, or perhaps a little 
more. We didn’t sell any of it, and I would say in my best judgment 
that a rate of $1.75 per $100 of value would discourage most people 
from buying insurance. 

Mr. Brown. I want to congratulate you on your statement. You 
are frank, and I think you know what you are talking about. 

Mr. Mutter. Mr. Betts. 

Mr. Brerts. Would you mind elaborating a little bit on what vou 
mean by the term “coinsuranece’’? 

Mr. Younr. By coinsurance in this term I was speaking of sharing 
the loss. In other words, for a given premium you would pay 50 
percent of a loss or 75 percent of a loss, or some such figure, so that 
some protection would be available at some price, and the price 
might be something that people would pay on that basis. 

In the question of developing windstorm coverage in Florida, they 
have had to develop a little different principle than they apply in 
the balance of the country in order to make people buy enough 
insurance to value and put in a coinsurance requirement there. 

We do that in other forms of insurance today, some forms of 
liability insurance are written occasionally on a coinsurance basis, 
more frequently on a deductible basis. 

Mr. Berrs. That is all I have. 

Mr. Mutrer. Mr. O'Hara. 

Mr. O’Hara. Mr. Chairman, I wish to join my colleagues in 
complimenting Mr. Yount on an intelligent presentation of the 
subject. ! found it most interesting, and also heartening. While 
you see the difficulties in this you do not express a pessimism. You 
say ‘“‘We do not share the extreme pessimism that insurance is wholly 
inapplicable.” 

As I understand it, there isn’t any form of risk that cannot be 
covered through Lloyd’s of London. Is that substantially the fact? 

Mr. Younr. They have the reputation for insuring almost any 
risk, but they still exercise pretty good underwriting judgment in 
what they take, so I couldn’t answer “that positively. 

Mr. O'Hara. The rate may be high, bui they will write the insur- 
ance if the price is paid. 

Mr. Yount. Yes. 

The thing that shakes my view on rates—and that is based on 
some experience, as I say, on existing forms of coverage—when you 
vo into the experience of the Government on crop es, and 
bear in mind I know very little about crop insurance, but I find that 
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that insurance has been purchased at very high rates, and when I 
questioned some of my colleagues about it they say ‘‘Well, when there 
is a chance of a drought or failure of 2 or 3 years the memory is so 
short that people will hazard a very high rate in order to be certain 
of something.”” That philosophy has not crept into the general 
householders’ view on protecting his property today. 

Mr. O’Hara. Of course, the prudent insurance man wants some 
background of experience upon which to base his rates? 

Mr. Yount. Yes, sir. 

Mr. O’Hara. Some years ago we were opening the subway in the 
city of Chicago. The first day we were taking on a test run, a train- 
load of leading industrialists and others representing a large earning 
classification. The trip was going to last perhaps an hour or less. 
We wanted them insured; in case anything should happen we didn’t 
want the city of Chicago left unprotected. We called in our insurance 
men and they said there was only one place to get insurance of this 
nature where there was little or no historical background. We 
cabled London and got Lloyd’s of London to take it. We paid, of 
course, a high premium. 

My point is this: At the present time a sound insurance man 
couldn’t even calculate what the rate might be for the kind of insurance 
provided in the pending legislation. 

Mr. Yount. I think that is absolutely correct. 

Mr. O’Hara. So that for the Congress to proceed now on such in- 
formation as so far has been furnished us would be much like going to 
Lloyd’s of London for a gambling figure. Am I right or wrong on 
that? 

Mr. Yount. [ think Mr. Herd put his finger on it when he said you 
had to decide on the philosophy that you wish to apply to arate. As 
an actuary, my whole background in ratemaking is to try and come 
out with a rate that bears some relation to the hazard. There is 
another basis: A prominent economist testified before Senator 
Lehman’s committee that if you could collect a little bit from the 60 
million homeowners in the United States you would have enough 
money to take care of the losses. That approaches the category of a 
tax, in my opinion, rather than an insurance premium. You raise 
enough money all right, but the amount you raise bears no relationship 
to the hazard on an individual case. 

Mr. O’Hara. The hotel people as a class might each make a con- 
tribution to the fund, but those having hotels in safe places would be 
paying the bill for those who have hotels on the ocean? 

Mr. Yount. Yes, sir. 

Mr. O’Hara. That illustrates what you have in mind? 

Mr. Yount. And as Mr. Herd points out, competition in the busi- 
ness being what it is, there would be every incentive for the hotel on 
the mountain top not to worry about paying any insurance for floods 
if they could find a way to escape it. 

Mr. O’Hara. Thank you, sir. 

Mr. Mutrer. Mr. Mumma. 

Mr. Mumma. I don’t want to get into stock versus mutual, but 
what percentage would be roughly assessable and nonassessable com- 
panies in your group? 

Mr. Yount. That is a question that is a little difficult to answer. 
Mr. Herd mentioned 3,000 small mutual companies. His figures may 
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be a little better than mine. I have used the figure of 2,500, in talk- 
ing about the so-called township and county mutuals. They ar 
assessment mutuals. The group which I represent are not assess- 
ment mutuals. They are advance premium mutuals, and our group 
does not represent all of such advance premium mutuals. 

There are large numbers that don’t belong to any association, or 
belong to local associations, and do not belon& to ours. Most ad- 
vance premium mutuals today write nonassessable policies. I don’t 
believe there is a very large portion of the premium written in ad- 
vance premium mutual that is not nonassessable today. 

Mr. Mumma. Dollarwise, they are the big group? 

Mr. Yount. Dollarwise, yes. 

Mr. Munna. There wouldn’t be much incentive. The policy- 
holders wouldn’t want to be a party of an assessable feature; would 
they? 

Mr. Yount. The assessment mutuals that you speak of might con- 
ceivably handle this within their local areas a little better than a 
company writing on a general basis. 

Mr. Mumma. Depending on the local area’s risk? 

Mr. Yount. That is right, because they know the local area, and 
the people, and they can watch their coverage, and so forth. They 
could put limits on what they were going to do. They have a little 
more flexibility in that respect than the company soliciting business 
venerally. 

Mr. Mumma. I agree with your statement that this insurance 
would not reduce the Federal Government’s responsibility, or their 
lawmaking people to appropriate money for rehabilitation in these 
areas for those who did not take any insurance protection, as happens 
at times even with fire insurance, but shoulder their own loss. Isn't 
that right? 

Mr. Yount. That is correct, and, Mr. Mumma, I believe that if 
the flood control programs and prevention programs that are on the 
drawing boards could be put into effect, the pressure for this sort of 
thing would be reduced, and we might then move into an area where 
some insurance could be afforded, but we need vitally a program of 
preventing these major catastrophies, and it can be done. 

Mr. Mumma. Congress sort of established that pattern yesterday, 
where one by one everybody got up and agreed that when the other 
fellow’s bill came up he would support that. I don’t know when 
this upper Colorado comes up whether that would still prevail or not. 
That was the spirit of the debate. 

Thank you. 

Mr. Muurer. Mr. Vanik? 

Mr. Vanik. I have no questions. 

Mr. Murer. Mr. Yount, we appreciate your coming here and giv- 
ing us the benefit of your views, and that of your association. 

I think possibly for the benefit of those who may read this record 
we ought to try to spread on this record here the distinction between 
the stock companies and the mutual companies. I think, simply 
stated, I think Mr. Herd will agree, the stock company operates with 
the capital of the stockholders, plus such reserves and surpluses as 
may be withheld from earnings, with dividends out of profits being 
paid to stockholders. It is strictly private enterprise venture. 
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Your mutual companies, on the other hand, operate on a basis that 
policyholders are in effect the owners of the company, and whatever 
earnings there are will be repaid to them after surplus and reserves are 
set up and all administration expenses are paid. The earnings are 
repaid to them by way of dividends on their premiums. That is 
substantially correct; isn’t it? 

Mr. Yount. That ‘is substantially correct. Some mutual com- 
panies operate by, in effect, paying no dividend but giving an advance 
reduction in rates, about equivalent to a dividend, but most of the 
companies which are represented in our association operate as you have 
outlined. 

Mr. Mutrer. There is a further distinction, of course. There is no 
liability on the stockholder of the stock corporation in the event losses 
exceed capital and surplus. The company might be dissolved or 
liquidated, but there would be no further liability on the part of the 
policyholder or stockholder beyond the payments made for the pur- 
chase of stock or the premiums paid, while in the mutual companies 
vou do have a possibility of liability on the part of the policyholder, 
over and beyond the amount of premium paid? 

Mr. Yount. That is no longer true, Mr. Chairman. As I stated 
previously, most of the companies represented in my association are 
limited as to liability by the amount of premiums which they have 
paid, and they have no assessment liability beyond that. In general, 
that is a function of the amount of surplus a company has, and the 
State law with respect to it, but most of the larger mutual companies 
now are nonassessable. 

Mr. Mutter. But there are mutual insurance companies still op- 
erating where the policyholders may be subjected to an assessment? 

Mr. Yount. There are hundreds of them that operate on that basis, 
that is correct, but they are small companies. 

Mr. Mutter. Well, now——— 

Mr. Vanik. Just one other correction, Mr. Chairman: The mutuals 
are also engaged in private enterprise. I think that was the distinction 
vou started off with. 

Mr. Mutter. That is a similarity. 

I like the way you put the statement, that this is a challenge to the 
insurance industry. 

How are the mutual companies going to meet the challenge? Are 
they going to write some of this insurance on an experimental basis? 

Mr. Yount. There have been various proposals advanced in that 
connection, Mr. Chairman, but we must admit that the evidence pre- 
sented on a broad basis is somewhat convincing that it would be ex- 
tremely doubtful. I believe some companies feel that with respect to 
residences in some areas, such coverage might be written on a reason- 
able basis. 

Mr. Mutrer. What do you think we should do? Should we set up 
a reinsurance plan as an incentive to the mutuals and the stock com- 
panies to write this insurance and just reinsure or should we go into 
a broader experimental plan of writing both direct insurance and 
reinsurance? 

Mr. Yount. I don’t believe I am in a position to submit any specific 
recommendation on that. My whole feeling about it is that the 
entire problem deserves more study by our group at any rate before 
we would be prepared to comment on that. 
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You might say that if such study developed the thought that with 
respect to residences only, some kind of flood coverage could be 
included in the extended coverage endorsement, and that is, of course, 
a horrible thought to some people, then the only concern might be 
one of reinsurance with respect to that problem. 

I believe the problem that bothers people more than anything else 
is the terrific value of industrial properties that are located in valleys 
and the terrific concentrations of value within a very small area, 
which makes a loss when it happens catastrophic. 

You cannot get that much of a loss in the same size of area from 
residences. 

Our feeling is that no one has gone far enough in this yet to really 
say conclusively that nothing should be done, or that something should 
be done insurancewise, and if specific recommendations are to be 
made by the committee I trust they will be based on what I am sure 
Mr. Herd’s people and ours both agree on, that insurance at best will 
be a limited solution to the problem, no matter what kind of a program 
vou come up with. 

Mr. Mutter. Well, I don’t think the Congress intends to substitute 
un insurance program for this flood-control program. I don’t think 
this is going to in any way delay the flood control program in those 
areas Where it should go on. I think they should go side by side. 
Certainly no one believes the insurance program is going to take the 
place of flood control. 

I like the suggestion you throw out on page 4, about the gradual 
withdrawal of Government insurance, and I am glad to see it being 
mentioned at the inception of the program, or even before the program 
vets underway. I am one of a very few who has kept urging that 
FHA insurance has proved its value, and it is a good profitable pro- 
cram, and the Government ought to get out of it, and the insurance 
companies and lending agencies should take it over and own the pro- 
vram and operate it. I haven’t gotten very far with that. 

I have toyed with the idea of trying to set this program up in such a 
way that the insurance companies would have to participate in it in 
such a way that eventually if this was a good program—if it was bad, 
it would eventually be liquidated, but if the experiment turns out 
vood, the insurance companies should participate in such way that 
eventually they would own it, and the Government would be out of it 
altogether—— 

Mr. Yount. I have the same feeling, and it is for that reason that 
[ threw in this comment about the difficulty of getting out of it if there 
is to be too great a subsidy involved in the initial program. 

Mr. Mutter. There is one other item I would like to comment 
about in your statement, in subdivision (e), of item 4, on page 3. 

You refer to a careful definition of flood. For myself, | would say 
that if we are going to write this program and set up this insurance 
| would vigorously oppose any definition that would be restrictive. 
| would want that to be as all-inclusive as the word could possibly 
mean. I don’t think we ought to get into this kind of a program 
| am voicing my own opinion now—and sell a policy to anybody, 
have a Government agency sell a flood insurance policy, and then 
lave the policvholder come in at some future time and say “I want 
my money. Here is my loss,” and have some adjuster say, “Yes, 
you have the loss, but under our definition of the word ‘flood’ you 
didn’t suffer any damage.” 
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Mr. Yount. I understand your point there, Mr. Chairman. 
There was a good deal of damage done in New England this last fall 
by just too much rains. The streams didn’t rise. It didn’t get to 
the streams. It just filled cellars on level ground. 

It seemed to us that probably the wet cellar would be the sort of 
thing you want to avoid. Maybe you avoid that by your basic 
deductible, but that poses a great many problems in evaluating the 
loss and trying to figure out how much damage has actually been 
done, and perhaps you are right, that you could have a broad defini- 
tion and solve it by a deductible of adequate size. Otherwise, you 
do get into a good deal of difficulty as to what is meant by flood 
damage. 

Mr. Mutter. You might also be required to be restrictive in the 
kind of policy or the way you write the policy; a certain type of 
building without foundation you may say, ‘“That is not insurable,”’ 
or an old frame building is not insurable. You must be careful that 
you don’t go overboard on your liability, but you have that same 
situation today in your difference of rate. Your fire rate differs from 
your frame building to your fireproof to your semifireproof. 

Mr. Mumma. There has been a lot of lawsuits over that definition. 

Mr. Mutter. Yes, there are. 

Maybe the looser definition is better for lawyers. I think the expe- 
rience of most policyholders has been somewhat like my own. I have 
made a substantial part of my livelihood representing insurance 
companies, and I think most companies, unless they smell fraud in 
connection with a claim, will usually interpret the policy so as to give 
the policyholder the benefit of the doubt and give him the coverage 
if they possibly can rather than deny liability. I think that is a fair 
statement, isn’t it? 

Mr. Yount. I think that is correct, yes. 

Mr. Motrer. Any other questions, gentlemen? 

Thank you very much, Mr. Yount. 

The committee will now stand in recess until tomorrow at 10 o’clock. 

(Whereupon, at 12:17 p. m., the committee adjourned until Thurs- 
day, February 9, 1956, at 10 a. m.) 
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THURSDAY, FEBRUARY 9, 1956 


Hovse oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovuse Orrice BuILpING, 
Washington, D. ¢ 

The committee met at 10 a. m., Hon. Paul Brown presiding. 

Present: Messrs. Brown, Patman, Multer, O’Hara, Mrs. Sullivan, 
Messrs. Fountain, Vanik, Kilburn, Mumma, MeVey, and Hiestand. 

Mr. Brown. We will come to order. 

Call the first witness, Mr. Clerk. 

The CLterx. Mr. Chairman, the first witness is Mr. Chase M. Smith, 
representing the United States Chamber of Commerce. 

Mr. Brown. Come around, Mr. Smith. 

Mr. Smitu. Good morning. 

Mr. Brown. You may proceed in your own way, Mr. Smith. 


STATEMENT OF CHASE M. SMITH, REPRESENTING THE CHAMBER 
OF COMMERCE OF THE UNITED STATES 


Mr. Smita. Mr. Chairman and gentlemen, 1 am Chase M. Smith, 
general counsel of Lumbermen’s Mutual Casualty Co., of Chicago, a 
director and chairman of the insurance department committee of the 
Chamber of Commerce of the United States, and I have with me Mr. 
Charles Houston, assistant manager of the insurance department of 
the chamber. 

This statement is made on behalf of the national chamber, a federa- 
tion of 3,200 National, State, and local chambers of commerce, busi- 
ness organizations, and trade and professional associations, and 20,000 
business firms. 

I have a prepared statement Mr. Chairman, which I will not read 
in full with your permission, but will cover just a summarization of it, 
reading the first 3 or 4 pages. 

Mr. Brown. It may be filed. 

Mr. Sairu. The full statement will be filed? 

Mr. Brown. All right. 

Mr. Situ. Natural disasters always produce difficult social, 
economic, and governmental problems when they strike a community, 
large or small. For a temporary period the normal way of life in the 
stricken area is interrupted and emergency measures must be applied 
to restore the essential services and Government functions. 

Government—Federal, State, and local—has a responsibility in 
preventing natural disasters to the extent that effective measures are 
economically sound. After a disaster has occurred the emergency 
conditions may require a great many governmental services. Respon- 
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sibility for such services is determined by the area involved, the 
damages inflicted, the services interrupted, and other considerations 
which normally indicate local, State, or Federal Government concern. 
The primary responsibility is local and the extent of Federal services 
required, if any, depends upon the magnitude of the emergency and 
the jurisdictional areas affected. 

It is proposed that the Federal Government provide indemnities 
for flood-caused losses, by contracting in advance and charging fees 
computed from estimated rates. The procedures of the plan would 
be patterned from the insurance business, but the results would be 
financial aid or subsidies, not insurance. This is clearly shown in the 
bills that I have seen. 

The national chamber is concerned with the proposed method by 
which Government would assume responsibility for damage caused 
by floods. To the extent that Congress determines that financial aid 
shall be provided for flood losses it is important that Government 
expenditures shall accomplish the greatest possible relief for the 
affected areas. 

The proposals to have a pseudoinsurance service perform a flood- 
relief function do not suggest an efficient way for Government to 
provide assistance and it seems unlikely to prove effective. More- 
over, the establishment of an agency to operate in this way would 
have the effect of obscuring essential facts concerning the costs of the 
Government activity in excess of fees paid by contracting property 
owners. Those who participate in such a plan, as well as the general 
taxpayers, might tend to believe that it is, in fact, an insurance 
service, without an appreciation of the extent to which it is financed 
by general taxation. 

If it is decided by the Congress that Federal aid is needed in flood 
disasters, the administration of such aid should not be described as 
insurance. Beneficiaries and the taxpayers are entitled to the facts 
and no misconceptions should be placed in their way. 

Government agencies are expensive. Why should a special one be 
set up to meet flood problems? It would be far less cumbersome,more 
manageable, productive of more general assistance, and much less 
expensive to apply any needed aid directly and positively to the ob- 
jective, the relief of disaster victims. Here we have a proposed Gov- 
ernment operation to underwrite individual flood losses, without 
regard to their extraordinary or disastrous proportions. 

The creation of a Federal flood-indemnity agency would extend 
Federal responsibility and authority far into areas of local and State 
concern. The national chamber urges that the intergovernmental 
relationships of municipalities, States, and the Federal Government 
be respected, and that these proposals shall not result in another 
shifting of Government control further away from the localities 
affected. 

Whether the owners of fixed property can be insured against losses 
resulting from flood disasters, is a question studied by private and 
governmental agencies on several occasions, prompted by the oc- 
currence of floods and the problems in relieving victims. 

After the midwestern floods of 1951-52, legislation was proposed to 
establish, in the Federal Government, an agency to provide insurance 
against flood losses. Hearings were held by a subcommittee of the 
House Committee on Appropriations, of the 82d Congress. In the 
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course of these hearings leading authorities on insurance were called 
upon for advice. As the record shows, these witnesses carefully 
distinguished between situations indicating a need for insurance 
services and those which could be met only with direct relief or sub- 
sidized activities. After pointing out the reasons that flood insurance 
on fixed properties is not generally available, the representatives of 
private insurance assured the Congress that in the event it should 
determine that some form of indemnity plan be inaugurated their 
facilities would be made available to aid in its administration. 

The devastating floods of 1955, along the eastern seaboard, and the 
recent floods in the West, have inspired new legislative proposals 
similar to those considered 3 years ago. Current studies are con- 
siderably aided by the existence of information and findings from the 
previous exhaustive investigations; the validity of the earlier findings 
has not been impaired by subsequent events or studies, it has been 
strengthened. 

It is not possible to define the areas that will suffer damaging fires 
and identify the property owners who will experience losses. There- 
fore, insurance companies can sell fire insurance to most owners of 
property, all of whom are exposed to the peril. On the other hand, 
a flood plain is not too difficult to define; at least that portion of it 
subject to periodic flooding can be zoned. Having defined such an 
urea, we eliminate practically all of the prospective purchasers of 
tlood insurance situated outside of the danger area. They will not 
be interested in flood insurance; there is no reason they should be. 

There are several things that can be done to relieve the situations 
arising from disastrous floods. These seem to fall in four major 
classes and they should be weighed in any consideration of govern- 
mental responsibility. They are, in the order of their importance: 

1. Prevention and control: The best answer to the problem of 
losses is prevention. Measures designed to prevent or minimize 
losses are limited only by engineering feasibility, economic soundness, 
and the availability of funds. Government responsibility is greatest 
here. 

2. Surveys: The river basins and other areas, where there is danger 
of flood, should be surveyed to determine the locations subject to the 
greatest flood damage. These surveys would enable property owners 
to identify and avoid areas of great peril in locating fixed property. 

Adequate forecasting makes possible evacuation of such areas in 
time to save lives and protect property. 

Governmental authority is essential to the success of these activi- 
ties, and there should be a maximum of local control. 

3. Relief: The urgency of the need for relief measures and the 
adequacy of local facilities to cope with flood disasters can be deter- 
mined only by the magnitude of the disaster. The needs are com- 
pletely determined by the circumstances of an actual occurrence. 
They may consist of rescue service, some form of damage control, 
salvage operations, temporary restoration of essential services, and 
the installation of emergency facilities. These are the first require- 
ments, after a flood disaster has occurred, and they are entitled to 
priority over any financial aid that may be needed. 

The variety and complexity of the disaster problem is so great as 
to defeat insurance solutions. There are many causes of disaster and 
they occur at locations and under circumstances which cannot be 
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anticipated. The nature of problems arising from natural disasters 
such as floods depends upon a great many factors which vary with 
time, place, and circumstances. For these reasons, the needs, readily 
dentifiable after the occurrence of disaster, may not be clearly foreseen. 

4. Financial aid: Normal financial facilities of a community may 
have their functions interrupted by emergency conditions brought 
about by catastrophic events. Services may be temporarily over- 
taxed when there is a severe economic impact on a community or 
region, produced by widespread property losses. H. R. 8652, would 
provide a Federal facility, the sole function of which would be to 
provide financial aid to those who are victims of flood damage and who 
have previously purchased a contract for indemnification. Assist- 
ance, based upon contracts made in advance, does not seem an appro- 
priate way to meet Government responsibilities in a disaster emer- 
gency. 

If a Federal flood-indemnity plan should be inaugurated, and oper- 
ated by procedures resembling insurance, the question immediately 
arises: Would Government aid or relief be limited to the holders of 
indemnity contracts? That it would not seems apparent. When a 
disaster occurs and there are widespread demands for assistance, it 
seems utterly unrealistic to visualize Government administering relief 
funds from general revenues only for the benefit of those holding con- 
tracts. Whatever the area of Government responsibility may be, and 
however it may be defined, it seems perfectly clear that it is not satis- 
tied by the proposed plans. Perhaps it is never realistic or economi- 
cally sound for Government to sell its welfare services by advance 
contracting. 

Each emergency situation requires consideration in the light of 
actual conditions, and any Federal financial aid should be provided 
with full recognition that it is supplementary to local and State 
services which have the primary responsibility. 

Plans for mobilizing facilities and resources, public and private, 
local, State, and Federal, for most expeditious application to emer- 
gency needs seem to be the most promising measures that can be taken 
now, for events that may transpire next week or in the next decade. 

Advance planning, to meet emergencies caused by floods, should 
include full utilization of private facilities and any supplementary 
Government aid should be applied directly to the most urgent needs. 
Government responsibility, in situations of distress, is to the whole 
community and only when it is so administered can there be assurance 
that Government expenditures will accomplish the greatest possible 
measure of assistance at minimum cost, the real objective. 

Thank you, Mr. Chairman. 

(The complete statement of Mr. Smith is as follows:) 





STATEMENT OF CHASE M. SMITH FOR THE CHAMBER OF COMMERCE OF THE UNITED 
States Wiru Respect To H. R. 8652 anv FLoop DisasteER INDEMNITIES 


I am Chase M. Smith, general counsel of Lumbermens Mutual Casualty Co. 
of Chicago, a director and chairman of the insurance department committee, of 
the Chamber of Commerce of the United States. 

This statement is made on behalf of the national chamber, a federation of 3,200 
National, State, and local chambers of commerce, business organizations, and 
trade and professional associations, and 20,000 business firms. 

Natural disasters always produce difficult social, economic and governmental 
problems when they strike a community, large or small. For a temporary period 
the normal way of life in the stricken area is interrupted and emergency measures 
must be applied to restore the essential services and government functions. 
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Government—Federal, State, and local—has a responsibility in preventing 
natural disasters to the extent that effective measures are economically sound. 
After a disaster has occurred, the emergency conditions may require a great many 
governmental services. Responsibility for such services is determined by the 
area involved, the damages inflicted, the services interrupted and other con- 
siderations which normally indicate local, State, or Federal Government concer: 
The primary responsibility is local and the extent of Federal services required, i 
any, depends upon the magnitude of the emergency and the jurisdictional areas 
affected. 

It is proposed that the Federal Government provide indemnities for flood- 
caused losses, by contracting in advance and charging fees computed fron 
estimated rates. The procedures of the plan would be patterned from thi 
insurance business, but the results would be financial aid or subsidies: not 
insurance. This is clearly shown in the bills that I have seen. 

The national chamber is concerned with the proposed method, by whic! 
Government would assume responsibility for damage caused by floods. To th 
extent that Congress determines that financial aid shall be provided for flood 
losses, it is important that Government expenditures shall accomplish the greatest 
possible relief for the affected areas. 

The proposals to have a pseudoinsurance service perform a flood-relief functio: 
do not suggest an efficient way for Government to provide assistance and 
seems unlikely to prove effective. Moreover, the establishment of an ageney to 
operate in this way would have the effect of obscuring essential facts concerning 
the costs of the Government activity in excess of fees paid by contracting propert, 
owners. Those who participate in such a plan, as well as the general taxpavers, 
might tend to believe that it is, in fact, an insurance service, without an apprecia- 
tion of the extent to which it is financed by general taxation. 

If it is decided, by the Congress, that Federal aid is needed in flood disasters 
the administration of such aid should not be described as insurance. Beneficiaries 
ind the taxpayers are entitled to the facts and no misconceptions shy 
in their way. 

Government agencies are expensive. Why should a s] 
ineet flood problems? It would be far less cumbersome, more manageabk 
productive of more general assistance and much less expensive to apply any 

eeded aid directly and positively to the objective—the relief of disaster victims 
Here we have a proposed Government operation to underwrite individual floo 
osses, without regard to their extraordinary or disastrous proportions. 

The creation of a Federal flood-indemnity ageney would extend Federa 
responsibility and authority far into areas of local and State concern Ch 
national chamber urges that the intergovernmenta! relationships of municipalities 
States, and the Federal Government be respected and t} 
not result in another shifting of Government contro! f 
localities affected. 

Whether the owners of fixed property can be insured against losses resulti 
from flood disasters, is a question studied by private and governmental agencies 
on several occasions, prompted by the occurrence of floods and 
relieving victims. 

After the midwestern floods of 1951-52, legislation was proposed to establish, 
in the Federal Government, an agency to provide insurance against flood losses 
Hearings were held by a subcommittee of the House Committee on Appropria- 
tions, of the 82d Congress. In the course of these hearings, leading authorities 
on insurance were called upon for advice. As the record shows, these witnesses 
carefully distinguished between situations indicating a need for insurance services 
and those which could be met only with direct relief or subsidized activities 
\fter pointing out the reasons that flood insurance on fixed properties is not 
generally available, the representatives of private insurance assured the Congress 
hat, in the event it should determine that some form of indemnity plan be 
naugurated, their facilities would be made available, to aid in its administration. 

The devastating floods of 1955, along the eastern seaboard, and the recent floods 
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portion of it subject to periodic flooding can be zoned. Having defined such a1 
area, we eliminate practically all of the prospective purchasers of flood insurance 
situated outside of the danger area. They will not be interested in flood insur- 
ance; there is no reason they should be, 


FLOOD EMERGENCIES 


There are several things that can be done to relieve the situations arising from 
disastrous floods. These seem to fall in four major classes and they should be 
weighed in any consideration of governmental responsibility. They are, in the 
order of their importance: 

1. Prevention and control.—The best answer to the problem of losses is pre- 
vention. Measures designed to prevent or minimize losses are limited only by 
engineering feasibility, economic soundness and the availability of funds. Gov- 
ernment responsibility is greatest here. 

2. Surveys.—The river basins and other areas, where there is danger of flood, 
should be surveyed to determine the locations subject to the greatest flood damage. 
These surveys would enable property owners to identify and avoid areas of great 
peril in loaniind fixed property. 

Adequate forecasting makes possible evacuation of such areas in time to save 
lives and protect property. 

Governmental authority is essential to the success of these activities and there 
should be a maximum of local control. 

3. Relief—The urgency of the need for relief measures and the adequacy of 
local facilities to cope with flood disasters can be determined only by the magnitude 
of the disaster. The needs are completely determined by the circumstances of an 
actual occurrence. They may consist of rescue service, some form of damag« 
control, salvage operations, temporary restoration of essential services, and the 
installation of emergency facilities. These are the first requirements, after a 
flood disaster has occurred, and they are entitled to priority over any financial 
aid that may be needed. 

The variety and complexity of the disaster problem is so great as to defeat 
insurance solutions. There are many causes of disaster and they occur at loca- 
tions and under circumstances which cannot be anticipated. The nature of 
problems arising from natural disasters such as floods depends upon a great many 
factors which vary with time, place, and circumstances. For these reasons, th¢ 
needs, readily identifiable after the occurrence of disaster, may not be clearly 
foreseen. 

4. Financial aid.—Normal financial facilities of a community may have their 
functions interrupted by emergency conditions brought about by catastrophic 
events. Services may be temporarily overtaxed when there is a severe economic 
impact on a community or region, produced by widespread property losses. 
H. R. 8652, would provide a Federal facility, the sole function of which would 
be to provide financial aid to those who are victims of flood damage and who 
have previously purchased a contract for indemnification. Assistance, based 
upon contracts made in advance, does not seem an appropriate way to meet 
Government responsibilities in a disaster emergency. 

If a Federal flood indemnity plan should be inaugurated, and operated by pro- 
cedures resembling insurance, the question immediately arises: Would Govern- 
ment aid or relief be limited to the holders of indemnity contracts? That it 
would not, seems apparent. When a disaster occurs and there are widespread 
demands for assistance, it seems utterly unrealistic to visualize Government 
administering relief funds from general revenues only for the benefit of those 
holding contracts. Whatever the area of Government responsibility may be, and 
however it may be defined, it seems perfectly clear that it is not satisfied by the 
proposed plans. Perhaps it is never realistic or economically sound for Govern- 
ment to “sell’’ its welfare services by advance contracting. 


CONCLUSION 


Each emergency situation requires consideration in the light of actual conditions, 
and any Federal financial aid should be provided with full recognition that it is 
supplementary to local and State services which have the primary responsibility 

Plans for mobilizing facilities and resourees—publie and private—local, State 
and Federal—for most expeditious application to emergency needs seem to be the 
most promising measures that can be taken now for events that may transpire 
next week or in the next decade. 





DISASTER INSURANCE 


Advance planning, to meet emergeneies caused by floods, should include full 
utilization of private facilities and any supplementary Government aid should be 
applied directly to the most urgent needs. Government responsibility, in situa- 
tions of distress, is to the w hole community and only when it is so administered 
can there be assurance that Government expenditures will accomplish the greatest 
nossible measure of assistance at minimum cost—the real objective. 

Mr. Brown. Mr. Smith, I think you have made one point that 
has not been made here. People are interested in flood insurance— 
that is, people not being interested in flood insurance outside of the 
injured area. 

I will give you a reason for that: The premium would be so high. 

Mr. Sire. People simply will not buy insurance unless they see a 
reasonable peril, and there is no program that will convince a person 
that enough people are in danger of floods, except where the floods 
are frequent and a threat. 

For example, I recall a conversation with a friend of mine who was 
washed out in a summer home in New Hampshire. He said that he 
wished insurance companies would write insurance on his house. 
Well, I said “‘You also have a home up in Wisconsin. Would you 
insure that one?’”’ And he said ‘Oh, sure, not. They haven’t had 
a flood up in that country for over a hundred years.’’ Well, you have 
to have a threat understood by people as a remote danger, if it is an 
almost certain loss; you are not insuring at all but simply subsidizing. 

Mr. Brown. If this insurance is narrowed down to a small field 
you think the insurance premium would be much higher? 

Mr. Smiru. Yes. I assume it would have to be very high. 

Mr. Brown. Any other questions? 

Mr. Mumma? 

Mr. Mumma. It was a very good statement. I think most of the 
points have been mentioned before. 

The point that I, not liking to but cannot get away from thinking, 
is that regardless of the people that have the insurance there are 
plenty of areas in which the Government will still have to go in and 
spend money on facilities, and they certainly aren’t going to let the 
fellow who didn’t take the insurance be stuck? 

Mr. Situ. Yes, sir; we have that opinion. 

Mr. Mumma. I can state a case in my own hometown in 1936. 
We had the highest flood level there was up there. Everybody tried 
to get insurance. It was impossible. A lot of business firms moved 
out of the district rather than risk another loss. We had quite a big 
one ourselves, but the flood scare has now subsided. The land value 
dropped 25 percent in some areas of the flood district. Today it is 
back higher than it ever was, and they have sort of forgotten about 
the flood, and are hoping it will be that way. That is the condition 
in a lot of other places in the country. 

Mr. Smiru. I am afraid that an insurance program, as far as I can 
understand the problem, if vou had a flood, you probably — have 
a considerable purchase of insurance for a year or 2 years or 3, but let 
us say floods are 10 or 15 vear disasters, and by the time the next flood 
comes along the insurance will have all gone and you will be right 
where you would have been if vou hadn’t started out with the project. 

Mr. Mumma. There are some income features that a man in business 
can use legitimately to lessen the effect. 

Mr. Smitu. Yes, both individuals and corporations do have some 
relief, taxwise. 
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Mr. Brown. Any other questions? 

Mrs. Sullivan? 

Mrs. Sutuivan. I have one question to ask Mr. Smith, Mr. Chair- 
man. 

What would you think of a disaster insurance? That would in- 
clude hurricane, cyclone, flood. Do you think that would be more 
readily salable so that it could be spread over a large portion of the 
United States and thereby lessen the premium cost? 

Mr. Smiru. I would doubt that it would be feasible, and I would 
doubt that it would meet the problem. You still will have the unin- 
sured people who will be your big problem. You will still have to have 
a disaster relief, if there is any disaster relief provided. 

I don’t think that a disaster insurance program is likely to be 
acceptable. 

Mrs. Sututivan. I gather from your testimony that your whole 
feeling is there wouldn’t be enough insurance sold, and the rates 
would not be low enough to make it attractive to almost anyone 
that might be affected, not only in flood areas but cyclones and other 
natural disasters. Of course, there is a cyclone insurance which can 
be bought now, but if all could be put into one disaster insurance plan 
you don’t feel that there would be enough interest created over the 
entire United States for some insurance plan so as to eliminate some 
of the necessity for Government aid when disaster would occur in 
any place, whether it be a flood, hurricane, or cyclone? 

Mr. Smirx. Mrs. Sullivan, that sounds like a very attractive idea. 
When you analyze it, though, you would come up against the problems 
that in some places we think there will be earthquakes. In some places 
we think there will be storms. In some places we think there may be 
floods. In some places it may be rising waters, but you cannot get 
people in the Middle West to pay for earthquakes that they think are 
not going to happen in the Middle West but are going to happen in 
California. You cannot get people in the Rocky Mountains to buy 
flood insurance that they think people who live in the lower Mississippi 
Valley might need. You can’t get people off the seashore to buy rising 
water insurance, so when you merge those things together you get such 
an imbalance. 

On the other hand, the earthquake may occur in Washington and 
not in San Francisco. The windstorm might occur in San Francisco 
and not in the Middle West. The thing is very complicated, and 
people will not buy insurance against hazards that they think other 
people are going to be subject to, but not them. 

Mrs. Suutuivan. My thought was that some one of those things 
happen in almost every section of the country, and if it could be all 
thrown into one insurance fund so that whatever the disaster is, 
whether it was a cyclone in the Middle West or a hurricane on the 
coast, or a flood in the river valleys, that it would come out of that 
same type of insurance. 

Mr. Smirn. Well, outside of the areas that are pretty generally in- 
sured now, like windstorm coverage, which is generally in vogue, I 
don’t think that a majority of the people think that they are susceptible 
to any kind of a disaster; if you take away wind, which is the most 
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general hazard, I don’t think the average person thinks that there is 
anything they need to insure against. 

I don’t think that in the State of Illinois where I live, for example, 
people—they now have windstorm insurance, and I don’t think they 
consider in most places flood is any hazard or certainly not earthquake 
and certainly not rising waters, and certainly not hurricanes. 

Mrs. SuLLIVAN. In your opinion, then, you don’t feel there is any 
type of a general disaster insurance that would take care of all of 
of those things that could be lumped together into one insurance 
plan? 

Mr. Situ. As an insurance man, I do not. I do believe, I would 
assume, that to the extent insurance I guess could be made applicable, 
that insurance companies always have seemed quite eager to get into 
the field, where they could find public acceptance, and where they 
could collect enough money to in their judgment provide the funds 
needed to pay losses. When you get beyond that you get into what 
you assume in the Congress is the public responsibility for disaster 
relief, and all of those disasters are unpredictable in extent. 

One time you may do one thing because the Government is pros- 
perous; another time you may do another because you think local 
conditions permit the localities to take care of themselves. It is a 
very diverse pattern, and should be operated, I should think, on a 
discretionary basis, considering the individual circumstances of each 
disaster. 

Mrs. Suuuiivan. Then in your opinion there is nothing that can be 
done in the insurance way to take care of—I am not thinking so 
much of the businesses today, because I don’t know whether they 
can be insured in other ways—but they have a much better way of 
protecting their property than the little man on the farm, or in the 
valley, who has his home completely washed away and damaged, and 
the only thing that could be done would be to give them some sort 
of Government relief, without any way to repay for the loss of their 
home or property? 

Mr. Smirn. If I understand vour question, the answer to the last 
part of it is ves, and as to what can be done, I assume that the various 
segments of the insurance industry are constantly studying this 
problem, and have accumulated a lot of information, given it a lot 
of thought, and consider that anything that they can conceivably 
do to assist in meeting the problem they will do. 

Mrs. Suutiivan. That is all, Mr. Chairman. 

Mr. Brown. Mr. Smith, we are glad to have vour statement. 

Mr. Smirn. Thank you, sir. 

Mr. Brown. You are excused. 

Mr. Clerk, call the next witness. 

The CLerkK. The next witness, Mr. Chairman, is Mr. George Riley 
legislative representative, AFL-CIO. 

Mr. Brown. Come around, Mr. Riley. 

Mr. Epetman. Mr. Chairman, Mr. Riley has been detained at 
another hearing and will probably be here in a few minutes, I would 
suspect. 
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Mr. Brown. Who is your next witness, Mr. Clerk? 

The Cierk. The next witness is Mr. John W. Edelman, repre- 
senting the Textile Union Workers of America, CLO. 

Mr. Brown. Come around, Mr. Edelman. 

You may proceed in your own way. 


STATEMENT OF JOHN W. EDELMAN, REPRESENTING THE TEXTILE 
WORKERS UNION OF AMERICA 


Mr. Epetman. Mr. Chairman, I am John W. Edelman. I am 
representing here today the Textile Workers Union of America, 
which has very considerable membership in the area in which the 
floods of last vear occurred, and large sections of our membership 
were directly affected. 

In addition, I am representing the 6 State councils of the CIO in 
New England, in the 6 States of New England, with a gross member- 
ship of approximately 400,000. This organization has testified—its 
representative, rather, has testified in Boston, Mass., before the Senate 
committee urging the enactment of a straight Federal disaster-insur- 
ance scheme, and Mr. Riley will make some rather specific proposals, 
representing the joint views of the American Federation of Labor and 
CIO nationally on this subject. 

My purpose was merely to supplement and to emphasize certain 
points in relation to this overall testimony. 

Might I in opening my testimony first, Mr. Chairman, for the 
record, read a resolution on this particular subject adopted by the 
New England Governors Conference. ‘This is a special conference of 
the six New England Governors which was called together to deal with 
a number of problems, and adopted a particular resolution on this 
question of flood control and disaster insurance. 

The resolution was adopted in September of last year, and I will 
file for the record a copy of that resolution. 

Mr. Brown. It may be filed. 

(The resolution is as follows:) 


RESOLUTION FROM THE NEW ENGLAND GOVERNORS’ CONFERENCE TO THE PRESI- 


DENT OF THE UNITED States RE FEDERAL DisAstTER INSURANCE—ADOPTED 
FRIDAY, SEPTEMBER 23, 1955 


The hurricane flooding of New England cities and towns last month caused 
untold personal suffering and property losses. The destruction resulting from 
this natural disaster was not insurable. The losses of production and productive 
facilities have disrupted major industrial areas in New England. The national 
economy has thereby been weakened. 

As a result of the recent disaster, all segments of the economy are urging a com- 
plete program of protection which includes not only flood-control projects and 
adequate warning but also disaster insurance. Disaster insurance through private 
insurance companies is prohibitive in cost. The Federal Government, which is 
able to insure against war risk, crop loss, and the hazards of unemployment, can 
and must find an adequate and humane answer to recurring natural disasters. 

Disaster insurance, to be feasible, must be made available at reasonable rates. 
This may require a Federal subsidy as many Federal programs do that are in the 
general welfare. If that were true, it would still be less costly than prostrate New 
England. Therefore it be 

Resolved, That the New England Governors’ Conference do hereby respectfully 
urge the President of the United States to direct the Secretary of Commerce to 
organize the resources of his department in support of Federal disaster insurance; 
and be it further 
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Resolved, That the New England Governors’ Conference through its chairman, 
appoint a smail committee of the conference to cooperate with the New England 
congressional delegations and the Banking and Currency Committee of the United 
States Senate to unify support for adequate legislation for Federal disaster insur- 
ance at moderate rates to the end that such legislation will be enacted in the 2d 
session of the 84th Congress. 


Mr. Epextman. In addition, Mr. Chairman, may | file a resolution 
on disaster insurance adopted by the Connecticut State Industrial 
Union Council at its convention held in Hartford, Conn., in January 
the end of January of this year; an almost identical resolution was 
adopted by the Rhode Island Industrial Union Council at its annual 
convention this past weekend. 

I shall not file that because the general purport was identical with 
that adopted by Connecticut, and in filing this may I simply point 
out that the other six States in this region have adopted similar 
resolutions. 

The prototype is the Connecticut resolution which 1 am hereby 
filing. 

Mr. Brown. It may be filed for the record. 
(The resolution is as follows:) 


RESOLUTION ON FEDERAL DisAsTeER INSURANCE ADOPTED BY CONNECTICUT 
STATE INDUsTRIAL Union Councin at Hartrorp, Conn., JANUARY 22, 1956 

In addition to the general economic problems it faces, including a wage scale 
lower than the national average and a static employment situation, New / ngland 
is confronted with a special problem in the form of hurricane and flood disasters 
which have brought tremendous and tragic damage and loss of life only too often 
within recent years. 

New England’s future, it is commonly agreed, cannot be secure if its people, 
homes, places of business, and industrial installations aren’t afforded the maxi- 
mum possible protection from the devastation suffered in such disasters. 

Certainly foremost among the forms this protection must take is a system of 
Federal disaster insurance which will spread the risk and losses. For no matter 
how carefully and completely we prepare for future hurricanes and floods, New 
“ingland will never be able to consider itself immune to disaster. It is impera- 
tive, therefore, that an insurance program be established by act of Congress. 

Without such a program, New t.ngland will never be able to attract the new 
industries it must have to provide the new jobs which are so desperately needed 
to ensure the region its share of the national economic growth. 

Despite the advantages New England enjoys in the form of good industrial 
sites and an excellent reservoir of skilled manpower, the region’s overtures to 
potential industfial residents will be wasted as long as it is impossible to insure 
valuable industrial and other properties against costly damage. 

Such a Federal disaster insurance program must make protection available at 
relatively low cost; it will be of little value if priced out of the reach of small- 
business men and small industrial operators and average homeowners. 

It should provide coverage not exceeding $300,000, and should include protec- 
tion against losses from man-made disasters, such as war. 

It must provide for retroactive coverage—dating back to at least the cata- 
clysmie floods of August 19, 1955—if it is to be really effective. 

It must meet these requirements even if sizable Federal subsidies are required. 
inormous losses suffered by any particular region certainly do not affect that 
region alone; what adversely affects the lives and fortunes of the residents of 
New England and California, to cite two examples, adversely affects the entire 
Nation. Providing protection against disasters is a national problem. 

At the present time, with the memories of New England’s and California’s 
recent tragedies still fresh, there is strong sentiment in Congress favoring a 
Federal disaster insurance system. With each passing day the memories of these 
tragedies will recede and the demand for an insurance program will be lessened 
by that much. The time to press for appropriate legislation, therefore, is right 
now: It is therefore 
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Resolved, That this convention calls upon the Congress of the United States to 
proceed immediately to enact an insurance program which provides the maximum 
possible amount of financial protection, at the lowest possible premium rates, to 
the potential victims of new disasters and will aiso extend retroactive coverage to 
at least those who suffered as a result of the August 19, 1955, floods in New 
England. 

The convention calls upon all Members of Congress from Connecticut to press 
unceasingly for passage of an adequate insurance program, without which their 
State and its neighbor States will remain under serious economic handicap. 

Submitted by resolutions committee. 

Mr. Epetman. I will file for the record later todav, Mr. Chairman, 
if I may, if vou will give me permission, some notes from individuals 
affected by the floods of last fall. These notes identify in terms of 
money the approximate amounts of damage suffered by typical 
families in an area adjacent to the worst flood area. 

My point in filing this material is to stress the fact that outside of 
the worst areas, the area of the worst disaster, the most dramatic 
disaster, where lives are lost, where homes are completely washed 
away and rumed, where businesses are eliminated, where factories 
are closed down, and where bridges and railroads are ruined and 
wrecked, that there is a very considerable area, perhaps including 
in terms of numbers more families than those that have suffered 
major losses, losses which are not noticed, not identified, that are 
vet exceedingly costly and enforce severe privation on individuals. 

(The material referred to is as follows: ) 

Herewith typical examples of minor flood damage suffered in October 1955 by 
four neighboring families living on Richmondville Avenue near Main Street in 
Westport, Conn. This is an area in which houses were not washed away 
or completely ruined. The material damage, however, was quite considerable 


and is a heavy economic burden on these persons. In addition to the monetary 
loss suffered there was real privation and inconvenience. Much of the furniture 
and belongings that were ruined were heirlooms on which no definite financial 
value could be placed. 


Home of Mr. Joseph Carter, 315 Main Street 

Water in basement 3 feet caused damage to furnace, Bendix, and walls of cellar: 

Furnace repair: $18.74; lack of heat and hot water for 3 weeks. 

Bendix repair: $60 ($20 for transportation to factory and $40 for Jabor costs: 
$137 of parts were provided free by Bendix Co. as a flood relief gesture). 

Pumping out cellar: $20 (although major pumping out was done by neighbors 
and fire department). 

lustallation and purchase of sump pump: $220 (cost of pump@is $80; plumber 
costs $70; mason costs $70). Estimates cost of having cellar waterproofed $1,500: 
purchase of pump is a stopgap measure. 

Car flooded by water up to headlights: repair costs, $26.95. 

Total costs over, $1,800. 
Home of Mr. Stanley Jabieski, Richmondville Avenue 

Thirty-four inches of water in entire house, loss of practically all furniture, in- 
cluding stove, icebox, and washing machine. Estimated cost, $2,000. 

Furnace repaired by neighbors. 

Entire house had to be redecorated and ficors repaired—estimated cost, $1,200 

Truck and station wagon flooded over motors—approximate cost of repair, $60 

Loss of building materials and tools—estimated cost, $100. 

Three weeks loss of time from work. Approximately $375. 
Lloyd Fangel, 325 Main Street, Westport, Conn. 

Below are listed the closest possible estimates (or actual costs already paid) 
of the damages done during the recent months’ flooding: 
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New furnace -. $914 
Parts and service for previous furnace that finally had to be repl: wed____ 150 
Curtain and other material soaked in cellar : : sense a 15 
Trunks and other luggage soaked and ruined E as ; 150 
Clothes soaked and ruined : 3 ; 200 
Books soaked and ruined_ _-_--_--_. th ee a pate “ia 100 
Fine guns soaked and ruined__-_- pf te 5 =aee oes ee oe 500 
Magazines, pamphlets, etc__ -__- : Seles : 100 
Photographic material from darkroom ee. ae 50 
Pump, rental, installation, etc., to get water out of cellar. _- : 120 
Ruined furniture in cellar Sain eee ee 80 
Ruined tools in cellar _ _ - : oe : xe : 30 
Hardware ruined in cellar " : 25 
Pipes to drain water out of cellar pump vent ; es iariioals 6 
Ruined lamps (including sunlamp) in cellar _____-_--~-- 8 85 
Water damage to original paintings and frames___ ? 600 
Flood damage to wallpaper and window shades stored in ce Mar : 35 
Stamp collection soaked and ruined__________- : a 500 
po ao ee el lid 75 

3, 735 
' At least; firm estimates still to come. 


Home of Mrs. N. Garliek, Richmondville Avenue, Westport, Conn. 

On the evening of October 15 the water was seeping into our cellar but not 
at an alarming rate. We left things to the ever-diligent sump pump and didn’t 
worry too much. However, when, at about 11:15, the power went off and the 
pump stopped, we discovered that the water was rising with a vengeance. With 
some difficulty we removed as much equipment from the cellar as we had time 
for. By this time the water was pouring in the cellar door and down the cellar 
stairs in a veritable waterfall. It rose a foot in the half hour it took us to rescue 
our furnace and the other motors we had in the cellar. By the time we had 
packed a few clothes and prepared to leave the house the water was up to the 
muffler on the car. Our street was completely flooded and the current was so 
strong that it required a great deal of dexterity to drive out. Fortunately, we 
made it and went to stay with friends who live on high ground 

Returning to the house the next morning, we found that the water had com- 
pletely filled the cellar coming within inches of the first floor. Our fuel tank, 
but recently filled with 300 gallons of oil, had tipped over on its side and the oil 
Was seeping out to make room for the water that was seeping in. Our second 
car, which was in the backyard under repair, was completely ruined. The radio 
gear kept in the cellar and used as a partial hobby and source of extra income 
was also ruined. The foundation of the house will never be the same again 
even with the repairs that are immediately necessary. The greatest loss perhaps 
is the drop in the salability of our property. We have had it on the market but 
now have no hope of being able to sell. 


Mr. EpeLMAN. It seems to all of us that have watched this problem 
at close range that these problems, this type of damage and suffering, 
can in part, at least, or in major part, be insured or should be insured 
against in some type of identification being provided for such types of 
individuals. 

Let me specify what I am talking about, Mr. Chairman: My 
daughter lives in Westport, Conn., which was affected by the flood, 
but in this particular case the Saugatuck River, in addition to some 
backing up of the water from Long Island Sound, but this group of 
houses in this particular spot where [ happen to have been when the 
flood occurred, what happened was that in this particular area the 
cellars became flooded and in some cases the houses became flooded 
This came, as you recall—the floods occurred in the late fall. In all 
of these cases these families, their furnaces were ruined. Either they 
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had to put in new furnaces or they had to repair the furnaces. The 
motors, of course, were wrecked, and had to be replaced or repaired. 
There was very considerable monetary damage involved there in addi- 
tion to which these homes were of families with young children. They 
were without heat for weeks on end, without hot water. Their wash- 
ing machines in every case were wrecked and ruined. 

It is an interesting thing to note, Mr. Chairman, that the com- 
panies that manufacture washing machines made very important con- 
tributions to these families, generally speaking, in the region by giving 
them free parts to rehabilitate, to repair or reinstate their washing 
machines, but, nevertheless, in most of these families the washing 
machines were out of commission, not only for weeks, but for months 
at a time, because there was no way of getting the machine to the 
plants where the companies were prepared to do the work. The local 
stores and the mechanics, and so forth, simply could not take care of 
the amount of work, and either the equipment had to be trucked to 
central points, or in some cases the men had to take time off from their 
work and cart these washing machines to central establishments. 
Men were obliged to take weeks of time off from work in order to get 
their houses back into livable condition, and in addition to the actual 
losses suffered, both to furniture, to tools, to all of their belongings, and 
the equipment, there was substantial loss of employment, both either 
because their jobs had been washed away in the nearby plants or 
factories, but because of the fact that they themselves had to suffer 
loss of earnings in order to repair their homes to make it livable for 
their families. 

Might I quickly present to this committee, so that I would have a 
more concrete proposal to offer here 

Mr. Brown. I believe you said you had another statement to file? 

Mr. Epetman. | have made some copies of it, Mr. Chairman, and | 
will file it here later in the day, if I may. 

Mr. Brown. All right. 

Mr. EpetmMan. May | read some extracts, Mr. Chairman, from a 
memorandum developed by or prepared by Dr. Seymour Harris, an 
economist at Harvard, who is chairman of the New England Textile, 
or, rather, the New England Governors Textile Commission. 

This, Mr. Chairman, is a tripartite commission established by the 
New England governors, that is, to say the members of this com- 
mission are appointed by the governors to study the economic situa- 
tion of that particular industry in New England, and it is composed of 
representatives of employers, of the employees, most of whom happen 
to be in this particular case members of my own union, and typical 
members of the public. Dr. Harris is the chairman of this group, 
and at the request of and under the sponsorship of this tripartite 
group, and with the approval of the 6 New England governors, 3 of 
whom, as you know, are of one party, and 3 of another, has developed 
this memorandum for the benefit of the committees of the Congress, 
and in substance this particular testimony was filed with the Senate 
committee at its hearing in Boston some few weeks ago. 

Dr. Harris says, and I quote: 





The need of flood insurance arises because the damage done is large and insur- 
ance makes possible a wide distribution of costs both at one time and overtime, 
and thus reduces the sacrifice of those especially vulnerable. Insofar as flood 
control is carried through, the damage would clearly be reduced and the cost of 





DISASTER INSURANCE 401 


insurance cut insofar as the Government is prepared to meet part of the cost of 
floods through tax concessions, and so forth, to that extent also the need of insur- 
ance is reduced. Insofar as zoning regulations or movements of property result 
and reduced hazard to that extent need of insurance or the costs are reduced. 

May I point out parenthetically here, Mr. Chairman, that there 
is some effort being made, particularly in Connecticut, to try to 
pressure, as it were, without actual compulsion, but to try to pressure 
some of the industries and individuals to rebuild on higher ground. 
This is not proving as easy and simple as it may seem, but, neverthe- 
less, is occurring. 

Mr. Parman. Mr. Chairman, may I suggest, since you mentioned 
Dr. Harris, that Dr. Harris is a recognized authority on many things, 
and I invite your attention to a letter that he wrote to the New 
York Times which was published last Sunday. It is a very interesting 
letter. 

I regard Dr. Seymour Harris highly, and I think all the members 
of Congress do. 

Mr. EpetMan. I read that letter, Mr. Patman, with interest, and 
would like to identify myself with his viewpoint. 

It might interest you to know that it has been stated, Mr. Chairman, 
and I think this committee might wish to check into the thing, that 
the Red Cross in providing funds for rehabilitation of individuals, 
they have done on the whole an extraordinarily good job in that way, 
have imposed some limitations as to the amounts, or, rather, the 
requirements that they will impose on the individual as far as re- 
building is concerned. 

It has been stated that the Red Cross would require any rebuilding 
to be done, persons who have lost everything, that they must rebuild 
on the site of their former property. 

Mr. Brown. I might say we are going to hear the Red Cross 
tomorrow. 

Mr. Epetman. I would suggest, Mr. Chairman, that perhaps 
you might find out officially from the Red Cross what their policy 
is In respect to this matter. If this is the case it would seem to me 
there would be some need for more flexibility in the administration 
of their relief. 

I might say in passing that the trade unions themselves who con- 
tributed very large amounts of cash to the disaster relief turned over 
their funds for administration to the Red Cross. I think that it is 
quite well established that the largest single giver in terms of ag- 
gregate lump of money given to this particular fund were by the 
unions, the labor unions of this country. 

The case for Government insurance, Dr. Harris says 
rests on the following grounds: The Government alone has adequate resources 
and can take a long view. Average cost of floods over 25 years have been 150 
million annually, with a figure of 3 million in 1 year, in the early thirties, and in 
excess of 1 billion in 1 year. The estimate current now is $300 million per year 
in the future. The Government can set rates which do not reflect purely actuarial 
considerations. A flood is a national disaster just like an atomic bomb, and the 
cost should not be borne disproportionately by those specially vulnerable. Hence, 
Government insurance should be part insurance and part subsidy, but the sub- 
sidy would not necessarily be larger than the sum of savings on taxes and outlays 
for disaster otherwise payable by the Federal Government. Not only would 
losses uninsured result in reduced incomes, but the imposition of actuarial rates 


would further cut investment and income and induce disinvestment with 
unfortunate effects on Treasury income. 
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Finally, by offering subsidy rates, the Government might well induce a wider 
coverage than would otherwise be possible. Under the theory of classical eco- 
nomics property in hazardous spots should be charged high rates so that the 
inducement to seek safer locations would be increased, but some reservations 
must be made in this position. Property owners in older industrial areas already 
operate under large handicaps, and in part these shrink from Federal policies. 
An actuarial rate to cover potential flood damage might often be the final blow. 
Some variation in rates, according to risk, should be allowed, but the range of 
rates should be restricted. It might even be appropriate to charge the full 
actuarial costs of the property newly established in vulnerable places. One of the 
strongest reasons for not charging full actuarial rates is that the northeastern 
area, especially vulnerable to floods in recent years, has been a stepchild of the 
Federal Government. To give but 2 examples, over a recent period of almost 
20 years 3 major industrial States in New England, Massachusetts, Connecticut, 
and Rhode Island received back but one-third as much relative to what was paid 
in Federal taxes as 5 major southern industrial States, North Carolina, South 
Carolina, Georgia, Alabama, and Tennessee. Surely, the Northeastern States 
can fairly claim some help from the Federal Government to meet part of the cost 
of disaster. 

Again, from 1934 to 1943, Massachusetts and Rhode Island received back 
60 cents for every dollar of Federal taxes borne, Connecticut only 40 cents. 
Similar trends are to be observed in tax concessions under accelerated tax amorti- 
zation. 


Mr. Parman. In arriving at the amount they got back, do you 
count the war facilities there in that are, or the facilities for manu- 
factured goods for national security? 

Mr. Epretman. Mr. Patman, I am quoting here from Dr. Harris. 
I cannot answer you in detail. I will ask Dr. Harris—I will make a 
note of your question and ask Dr. Harris to supply me with the 
specific answer to that point. 

Mr. Brown. Pardon me. Is this letter a very long letter from Dr. 
Harris? 

Mr. Epretman. I will abbreviate it, Mr. Chairman. 

Mr. Brown. Do you want that letter incoporated? 

Mr. Epretman. I will file it for the record. 

Mr. Brown. It may be made part of the record. 

Mr. Parman. I wish he would enumerate, Mr. Chairman, how he 
arrives at these particular figures. In other words, how he arrives at 
the percentage. What is taken into account and consideration, 
and so forth. 

Mr. Epretman. I will get that, Mr. Patman. 

I think you know, if you have followed his writings, that he has 
developed a very substantial thesis on this ‘whole question, and has 
presented his data justifying these figures in connection with other 
questions on which he has testified, some of which have appeared in 
various congressional hearings. 

I will run down for you the justification, the basic data, on which he 
makes these statements, and file them here for the record. 

The conclusion that Dr. Harris makes, and which we strongly en- 
dorse, is contained in the last 2 pages here. He said: 

We need a combination of insurance and subsidy. We need rates that reflect 
only in part vulnerability. We need wide coverage; we need experimentation at 
the beginning. We note the experience with crop insurance, adverse selectivity 
was cut, continuous policies were derived and many improvements made. The 
difficulty of discovering appropriate rates is perhaps as great in flood insurance 
as it was in the problem of crop insurance. 


And he points out some of the experience with crop insurance as 
being of great value in determining what would be the proper premium 
for flood insurance. 





DISASTER INSURANCE 103 


He says: 

One approach is to assume costs of 300 million per year as estimated officially 
with estimates to vary with experience. Then all property in plain flood areas 
might be covered. An expert for the Hoover Commission has estimated the 
property thus to be covered at 400 million. Hence, the cost would be 75 cents 
per 1,000; or $7.50 per $10,000 on the average. 

Insofar as the coverage was extended to nonflood areas, the costs would be 
reduced. 

Mr. Patman. Did you say the Hoover Commission went into this 
flood damage? 

Mr. EpetMan. Yes. 

Mr. Patman. How did the Hoover Commission vet into it? 

Mr. Epeiman. In their general studies, as | understand it, Mr. 
Patman, of water policy: in their water policy 

Mr. Parman. I thought they went out last year, about May. 
They were extended at one time, but I think it expired about May 
last year. When was this flood? 

Mr. Epetman. This is as I understand it in the water policy report, 
which was made public recently, and which covered a period I think 
of the last decade, or more. 

Mr. Parman. Personally, I don’t think much of that report be- 
cause it was kind of an outlaw organization. You know we passed a 
law here to have a chairman and a vice chairman, predicated on the 
theory that the chairman, if he were a Republican, the vice chairman 
would be a Democrat, so that both sides would be represented. Mr. 
Hoover wouldn’t let them appoint the vice chairman. They didn’t 
have any at all. Instead of the Commission selecting these study 
groups Mr. Hoover himself selected them, and the Commission never 
passed on them. They never had aright to pass on them. It was a 
handpicked study group, and I don’t place much confidence in them. 

Mr. Brown. I suggest we let the witness finish his statement and 
then we will have time to ask questions. 

Go ahead. 

Mr. Epei_man. Mr. Patman is well aware of the fact that the 
strictures he makes in connection with that Commission were echoed 
by representatives of organized labor, but we are quoting, as it were, 
here what we would feel to be an extreme or ultraconservative point 
of view which happens in this case to substantiate the thesis we are 
offering here. 

Mr. Patman. They make fantastic claims, but I will bet it in- 
creases the cost of Government. 

Mr. Epetman. The cost of property owners should not exceed 30 
cents per thousand, or $3 per average home per vear. The ideal situa- 
tion would be to add the payment to the general property tax, on the 
assumption that 200 million were to be collected the addition to the 
general property tax would be 2 percent of the present revenues of 
10 billion. 

Mr. Chairman, as | say, Mr. Riley will offer a more comprehensive 
statement of the views of organized labor as to the type of legislation 
that we believe is essential and should be enacted to protect large 
numbers of persons against disasters of this type. 

I merely wish to emphasize this single point, and this is partially 
in reply to points raised by Mrs. Sullivan, and other witnesses. 
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There is today both in large sections of Pennsylvania and throughout 
New England no, what shall I say, loss of feeling and emotion, no 
deadening, no apathy has crept in in respect to necessity for action to 
provide some indemnification for future disasters. 

I think that unlike some periods in the past, where people have 
quickly forgotten disasters which have overtaken them, I don’t think 
that this is likely to occur for some years to come in any of the areas 
visited by the recent floods in the Northeastern States. I think that 
generally speaking, or widely speaking, the people in New England 
are intensely concerned about this issue; they feel tremendously im- 
portant and indeed imperative that the Congress take action at this 
session to devise some type of protection against some type of flood 
control, of course, essentially primarily, which will as far as feasible, 
prevent future damage and particularly, or rather, in addition, and 
equally important, to provide some type of insurance so that some of 
the monetary losses can be defrayed. 

Each time I telephone to New England, as I have to do practically 
every day in connection with some particular routine problem, I 
talk to somebody in any section of New England, or indeed some 
sections of Pennsylvania, and it may be raining heavily, and there is 
a note of apprehension and real fear in the minds of these people. 
They realize that, again, if heavy rains occur considerable damage 
can again be visited on homes and property in that area. 

Don’t forget that in this particular flood you not merely had the 
first flood but you had the second, and that damage occurred almost 
in the identical places, severe damage occurred on the second flood 
within a month of the first. This has made a profound impression 
in the region on the people as a whole, and I think that they are quite 
determined to remain active and concerned about the issue, and will 
earnestly appeal and except action from the Congress, both in achiev- 
ing a practical and extensive measure of flood control, and a practical 
and useful disaster insurance legislation. 

Finally, may I say, Mr. Chairman, that if the committee finds that 
the general question of disaster insurance is so complicated that it 
might be difficult to achieve a formula for enactment at this session, 
that our suggestion would be that efforts to frame legislation be con- 
fined to flood control legislation because that seems to be the largest 
area of need not covered by any type of commercial insurance. 

We do not in any way diminish the need or say that the other need 
is less, or other types of disaster are less worthy of protection. Indeed, 
they are equally so, but we do have the experience of the recent floods, 
and the area is extensive, and we feel that action should be taken. 

We would strongly urge this committee to try to have Dr. Harris 
put his studies and researches to the benefit of the staff, and at such 
time as a legislation would be written it would seem to us that his 
advice and contribution would be essential to the framing of a feasible 
and humanitarian legislation. 

Mr. Brown. I believe Mr. Riley is the next witness, representing 
both the CIO and A. F. of L.; is that correct? 

Mr. Epretman. That is correct. 

Mr. Brown. Are there any questions? 

Mr. Mutter. It is one organization today. 

Mr. Parman. Have you given consideration to a sort of a TVA for 
the New England States to prevent floods? 
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Mr. Epetman. Mr. Patman, the six New England CIO councils 
that I represent, in addition to my own union, have rather carefully 
presented their views on this question to several of the committees 
of the Congress. We presented our views on this question to the 
Hoover Committee, the Task Force on Water Policy; we have pre- 
sented it before the Jones Subcommittee on Government Operations 
at several of its field hearings, and I personally have presented a 
thesis somewhat along the lines that vou have indicated here at a 
number of hearings over the years at various committees of the 
Congress. 

Mr. Parman. You mean to have something along the line of TVA 
to prevent flood disasters? 

Mr. Eveuman. Exactly. I think it is quite clear that the terrain 
being very different in New England, that the precise solutions, the 
depths of dams, and so forth, would have to be considerably different. 
You cannot afford in certain portions of New England, at least to 
flood as large areas, and you also have got the problem of establishing 
communities and much narrower valleys. 

Mr. Patman. And the tremendous value of the land is involved, 
and the need for the particular land in the area. I guess those con- 
siderations enter into it, too. 

Did you present it personally to the Hoover Commission? 

Mr. Epetman. Solomon Barkin, research director of my union. 

Mr. Parman. Were you present? 

Mr. Epetman. I was not at that particular hearing. 

Mr. Patman. Did they have a committee that you go before in 
the Hoover Commission? 

Mr. Epetman. Admiral Moreell. 

Mr. Parman. The retired Navy officer? 

Mr. Epetman. From Jones & Laughlin. 

Mr. Parman. Of Pittsburgh? 

Mr. Epetman. Yes. 

Mr. Parman. They presented it to him? 

Mr. Epetman. There were some field hearings conducted along the 
lines conducted by the Congress, were conducted throughout the 
United States if you will recall, Mr. Patman, and many witnesses 
testified, some of them expert witnesses at very considerable length 
on this whole range of problems in which the committee was con- 
ducting studies. 

Mr. Patman. By what I said about the Hoover Commission I don’t 
want to reflect on the admiral or any particular individual, but I do 
say that it was unfortunately organized. You see under the Demo- 
crats, when Mr. Truman brought Mr. Hoover back into the picture, 
Mr. Hoover, was made Chairman and then, of course, a Democrat was 
made Vice Chairman—lI think Mr. Farley, an outstanding Democrat. 
That worked fine during Mr. Truman’s time, and then when the 
Republicans came in we naturally expected that someone would be 
selected Chairman who was of the opposite party, and then, of course, 
a Vice Chairman would be of the opposite party to him. We passed a 
law that the Chairman have a Vice Chairman and a commission, and 
contrary to the way it was done under Mr. Truman, and under the 
Democrats, they continued Mr. Hoover as Chairman, and he never did 
bring up the question of selecting a Vi — e * hairman at all. He didn’t 
have any Vice Chairman, and under the Democrats the Commission 
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passed on all the task forces, which was the right thing to do. They 
were picked by the Commission itself, but under the 83d Congress 
resolution Mr. Hoover handpicked every one of these fellows. 

The Commission never passed on it. I don’t think that is a fair 
setup. I think that the committees of Congress should not neces- 
sarily give that the prestige and standing that some people want us to 
give it, because I wouldn’t say it was a fix, but I do say it was prepared 
by haadpicked committees. 

Mr. Epetman. Mr. Chairman, could I say that our criticisms of the 
Hoover Commission were not primarily based on the fact that it wasn’t 
bipartisan from a political standpoint; that it was very obviously 
biased from the standpoint of the type of individuals who conducted 
the studies. 

Mr. ParmMan. You were convinced they were sent out to do a par- 
ticular job. In other words, they had their own conclusions before 
they commenced. 

Mr. Epretman. Certainly on the question of water policy and public 
power. It was clear bias, and it was evident and flagrant. 

Mr. Chairman, could I emphasize one final point, particularly in 
reply to the question that was asked by Congresswoman Sullivan of the 
previous witness: She asked whether he felt that individuals would 
widely subscribe and pay for, contribute to the cost of any type of 
disaster insurance, and I would like to say with great emphasis that it 
is my observation, having discussed this question with a large number 
of rank-and-file workers in recent months, that the working people 
generally in the areas where they have had any experience of this kind, 
would promptly, willingly, and widely, to the extent of their ability, 
subscribe for this type of insurance. 

1 think that certainly the experience of the small-business com- 
munity would make them particularly sensitive to this question, and | 
think you would get universal participation in any type of insurance, 
especially if the rates were even within a hundred percent of the figures 
suggested as feasible by Dr. Harris. 

I believe that the willingness and the alacrity on the part of the 
general run of people to carry their share of this kind of protection 
would be remarkable, and it probably would result in an accumulation 
of funds which would make the cost of this protection, the overall cost 
of this protection, require no subsidy in the end to the Federal Gov- 
ernment? 

Mr. Brown. Mr. MeVey, any questions? 

Mr. McVey. I would like to ask the witness one question: 

I understand from your testimony that you feel that an insurance 
program can be undertaken which would have fairly wide appeal to the 
country as a whole. Is that true? 

Mr. Eve tman. That is our opinion, Mr. Congressman. 

Mr. McVey. We have wide expanses of territory which have never 
been visited by floods or storms of any consequence. Do you think 
that those residents could be persuaded to take insurance of this 
character? 

Mr. Epre_man. Mr. Congressman, just let me give you my impres- 
sions and experience based on many conversations with trade-union 
members, particularly I think a fairly typical cross-section of the 
public. 
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They have become very sensitive to the values of purchasing various 
types of protection against the viscissitudes of life. They have become 
tremendously impressed with the importance, let us say, of unemploy- 
ment insurance, of the values of social security, of the values of other 
types of insurance protection, for medical costs, and others. We felt 
the costs there are altogether too high, but nevertheless today the 
average working man feels that if at all possible, no matter whether 
the cost is exorbitant or not in terms of his income, that he must buy 
such protection, even though it is partial, and reasoning from that 
basis it-seems to me that you would find it no trick at all—as a matter 
of fact, the average workingman would feel it incumbent upon himself, 
would feel it a requirement of prudence and proper husbandry, that if 
insurance against disaster were offered at a price at all within his 
income, that he would feel it incumbent upon himself to purchase at 
least a minimum amount promptly. 

Mr. McVey. I believe you mentioned a premium rate formerly. 
Will you give that again—so much per thousand? 

Mr. Epetman. Dr. Harris felt that—let me quote it precisely 
under one form, or, rather, one basis of calculation, he felt that the 
cost could be 75 cents per thousand dollars protection, or, as he says, 
$7.50 per $10,000 on the average. 

Now, assuming, Mr. Congressman, even that he was much too low 
on that, the cost would be double that, it would seem to me that the 
rank-and-file citizen, wherever he may be in the United States, is 
sufficiently educated as to the values of either commercial or Govern- 
ment-sponsored insurance, that he would purchase protection promptly 
if the costs were kept anywhere within this range. 

Mr. McVey. I think that is correct. 

That is all, Mr. Chairman. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. Did I understand you to say that Mr. Harris recom- 
mends a maximum premium of 30 cents a thousand? 

Mr. Epetman. No, Congressman Multer. What he said was that 
on one of his bases of calculations that premiums of that kind could 
be or would be feasible. What he offered here in this memorandum, 
as you will see when I make copies of it available, is that he takes cer- 
tain assumptions, and one of these assumptions is that the cost would 
beno more than that; other assumptions, the cost would be considerably 
higher. 

Mr. Mutter. Well, to summarize, if you can, among the assump- 
tions, in order to arrive at his 30 cents a thousand premium rate, is 
one that the United States Government would carry the cost of 
administration as an expense of Government rather than expense of 
the program? 

Mr. Epretman. That is his assumption, and I think he would add 
there that although as in a program with which you and I are both 
quite familiar, the FHA mortgage insurance program, it has been 
found over the years experience has shown that more than pays for 
itself, although in the beginning it was not anticipated it would do so, 
and our theory is that this type of insurance over a period of time 
would undoubtedly or could be reasonably expected to pay in full 
or in part for its share. 

Mr. Mutter. I don’t believe anybody who knows anything about 
insurance will compare a disaster insurance program even in a limited 
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way, even a limited disaster insurance program, to a mortgage insur- 
ance program. There is just no similarity between the two. 

In the first place, you cannot get FHA insurance except in a selected 
area, and there are high requirements as to the area. 

Then your building must meet specific specifications, and then 
in addition to that the mortgages will require such insurance as is 
readily available—fire insurance, and the like, and the fact of the 
matter, I am one of the members of this committee who has been 
urging ever since I have been here, that the insurance companies— 
they write insurance and make money at it, but they should long 
since have taken over the FHA mortgage insurance program. They 
won’t get into it. They say it is too big for them. If we get into 
this kind of program, 1 think you mentioned Mr. Harris said $11 
billion would be the overall aggregate amount of policies he hoped 
to write. 

Mr. Epreuman. I think that was the figure; yes. 

Mr. Mutrer. Do you know where he got his estimates as to who 
would take the insurance? Did he make any survey or make any 
inquiries as to who would write the pelicies, who would buy the 
policies? 

Mr. EprtmMan. Congressman, he is advocating a Federal system 
of disaster insurance. He says it is either public insurance or no 
insurance. 

Mr. Mutrer. Does that mean compel the public to take the 
insurance? 

Mr. Eprtman. You are asking, sir, who would buy that? 

Mr. Mutrer. Yes. He estimates premiums at 30 cents a thousand, 
$3 per home, which I am sure when he says $3 per home he has got to 
limit the amount of liability. He is not going to charge $3 for a 
$50,000 house, and $3 for a $10,000 house. 

Mr. Epretman. No; per thousand. 

Mr. Mutter. You don’t mean $3 per thousand? 

Mr. Epetman. No. The estimate quoted there was 75 cents per 
thousand, or $7.50 per $10,000 house. That was the premium he was 
suggesting. 

Mr. Mutrer. Then he also gave us an aggregate amount of the 
liability that would be written under these policies, did he not? Or 
am I confused as to what the $11 billion was? 

Mr. Brown. I might say that the Harris letter was made part of 
the record. 

Mr. Mutter. I am addressing my questions to this gentle:man, 
since he is the only one here, to try to get some basis or know what the 
basis is for his assumptions. This is the first testimony we have had 
thus far that I can recall that anybody came in with an estimate as to 
what the aggregate amount of the policies might be that would be 
written. If that isso we would like to know where he got his infoma- 
tion. 

Mr. Epetman. Congressman, I said that I would get from Dr. 
Harris complete justification for this, and I have also made a strong 
plea to this committee that they persuade or in some way induce Dr. 
Harris, because it seems to us he has done more study on this than 
anybody else, to consult with this committee as to the basis for thi: 
data, and assist in translating these estimates into concrete legislation 

Mr. Mutrer. I would like to say that it is my opinion that almost 
every member of this committee came here when we started with th« 
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opening of these hearings with the idea that this is a feasible program, 
that the insurance companies would not write it, and the Government 
would set it up, and do the job, but up to the present time every 
witness who has come before us has been asked the question about 
who will take the policies, who will buy the insurance. He has 
volunteered the information that in the high-risk areas you will get 
them to buy it if you give it to them at a very low rate, and in the 
low-risk areas they won’t buy it even if you give it to them for nothing. 

I shouldn’t say for nothing, but even if you give it to them at a 
very low rate. In the low risk areas they are not interested in it. 
We were told here by one witness that after the 1951 floods, in the 
Midwest, they clamored for insurance, but now they have rebuilt and 
forgotten about the floods, and they will not buy flood insurance in 
that area 

Mr. Epetman. There is no flood insurance, Congressman. There 
is none to be purchased. You can’t purchase it. You cannot pur- 
chase flood insurance. 

Mr. Mutter. But the insurance people and other people who have 
made surveys in this area and asked ‘“‘Will you buy flood insurance if 
we make it available?” have been told no, they w ouldn’ t buy it. 

The homeowners and business people have said, “We won't buy it.’ 
That is why I would like to know where he gets his information as to 
how they are going to sell this insurance, and who is going to buy it. 
There isn’t any doubt if we can get the people to buy insurance right 
across the country from one end to the other, the low and high risk 
areas, all of them take it, we can write this insurance at a very low 
premium. 

What assurance have we got that anybody is going to buy it across 
the country? I threw out the suggestion that the mortgagees insist 
that the mortgagors carry flood insurance along with other extended 
coverage. I was told you cannot make them do it. If you cannot 
get the cooperation from the mortgagees—the insurance companies 
told us yesterday it is not feasible— if we don’t get it by way of com- 
pulsion we certainly cannot write a law and say, ‘‘You must carry the 
insurance.” We could ask the mortgagees to request that kind of 
insurance. Without that kind of compulsion how can we get people 
to buy this kind of insurance? 

Mr. Epetman. Congressman, you have raised some very significant 
questions. I think, (a), that there would be a much greater willing- 
ness than anybody is willing to concede on the part of the rank and 
file citizens to purchase this type of insurance if the costs were any- 
where within the range suggested as feasible by Dr. Harris. 

I believe there would be enormously wide acceptance. 

Secondly, let me say it would seem to me not only perfectly proper, 
but I think highly desirable, that the FHA and the ordinary holde: 
of mortgages on residential property, within limits, and assuming costs 
within the range suggested by Dr. Harris, that they require that flood- 
damage insurance be assumed by the property owner, if the costs are 
anywhere within this type of range 

Let me point out, = instance, Mr. Congressman, I mentioned 
before you came in here of some damage that T had seen adjacent to a 
major disaster area. This was a neighborhood in which the homes 
carry FHA insurance, and, nevertheless, all of them were seriously 
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damaged to the extent of thousands of dollars, both the structures, 
themselves, in addition to which the equipment, furnishings, and all 
the rest of it in this housing. 

Mr. Mutrer. Do you think anybody would buy this insurance if 
the cost were $10 a thousand? 

Mr. Epetman. That occurs to me as being too costly, Mr. 
Congressman. 

Mr. Murer. That is under the minimum estimate given to us by 
Government witnesses to date. 

Mr. Epevtman. That is too costly. That would be a burden. 

Mr. Mutter. Would you agree with me, sir, that if we cannot do 
this on an actuarially sound basis, and if it means that in the event of 
a catastrophe such as we have had during the year 1955—not one but 
many throughout the country during 1955—we ought not to do it? 
Do you believe the Government should make up out of Government 
funds the difference between the premiums collected, and the amount 
of loss that must be paid? Would we be better off to go along as we 
are now without a so-called insurance program and step in as we must 
and make the outright grants? 

Mr. Epetman. May I answer your question, sir, yes, Mr. 
Congressman. 

Mr. Mutter. Thank you. 

Mr. Brown. Mr. O’Hara? 

Mr. O’Hara. No questions. 

Mr. Brown. Mrs. Sullivan? 

Mrs. Sutuitvan. No questions. 

Mr. Brown. Mr. Fountain? 

Mr. Fountain. No questions. 

Mr. Brown. We are very glad to have your testimony. 

Mr. Clerk, call the next witness. 

The Cierx. Mr. Chairman, the next witness is Mr. George D. 
Riley, legislative representative, A. F. of L.—CIO. 

Mr. Brown. Come around, Mr. Riley. 

Mr. Riney. Thank you, Mr. Chairman. 


STATEMENT OF GEORGE D. RILEY, LEGISLATIVE REPRESENTATIVE, 
AMERICAN FEDERATION OF LABOR-CONGRESS OF INDUSTRIAL 
ORGANIZATIONS 


Mr. Ritey. Mr. Chairman, my name is George D. Riley. I am 
legislative representative for the American Federation of Labor and 
the Congress of Industrial Organizations. With me is Mr. Peter 
Henle, of our research department. He isa technician, you might say. 

Mr. Brown. Do you have a written paper, Mr. Riley? 

Mr. Ritey. Yes; I have a statement, Mr. Chairman, if I may 
present it. 

Mr. Brown. You may proceed. 

Mr. Rivey. During the past few years the Nation has been shocked 
by the catastrophic devastation that has been wrought by a series of 
natural disasters. The recent floods, hurricanes, and other types of 
disasters which have now affected almost every section of the country 
has exacted a heavy toll in terms of homes destroyed, businesses wiped 
out, and property damaged. 
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The damage that has been inflicted in recent years has been par- 
ticularly severe. Weather Bureau estimates show that in 1955 dam- 
age by floods amounted to slightly over $1 billion. From only $150 
million between 1926 and 1950, the annual average damage has 
increased to $500 million during the past 5 years. 

Damage from tropical storms and hurricanes also has increased 
substantially. The last 2 years have witnessed the greatest property 
damage, over $755 million in 1954 and substantially more than $1 bil- 
lion in 1955. There also has been extensive damage as a result of 
tornadoes, tidal waves, earthquake, and other types of natural 
disasters. 

In time of emergency, the American people, always generous with 
their resources, have been willing to assist those who have suffered 
these losses. Through the Red Cross, private relief agencies, and 
other organizations, they have contributed millions of dollars. This 
has provided at least the minimum relief to those who have been 
hard hit by these disasters. 

However, despite the innate generosity of the American people, 
private charity is not the most effective method for meeting the 
devastation that comes in the wake of these natural disasters. Such 
assistance is necessarily limited. It cannot meet the cost of more 
than a small fraction of the damage that has been sustained. This 
committee is correct in conducting this inquiry to determine whether 
a better system for bearing the cost of these natural disasters cannot 
be devised. 

For certain types of disasters, commercial insurance is regularly 
available. However, for such catastrophies as floods and tidal waves, 
such insurance is not offered by the commercial insurance companies. 
The need here is clearly for a Government-supported system under 
which individual property owners and businessmen can, by regular 
payments, provide protection for themselves in event of disaster. 

We are here because it is the Nation’s workers, collectively and 
individually, who have been most seriously hit by these disasters. 
{t is the workers whose homes, personal belongings, and their means 
of livelihood are wiped out by flood or hurricane. They are the ones 
who have to obtain what little relief they can from the hard-pressed 
American Red Cross and other private agencies. 

Their homes may be located in an area which has historically been 
subject to flood conditions and, on the other hand, they may be living 
in an area which is normally considered safe from floods or other types 
of disasters. The experience, for example, of the city of Worcester, 
Mass., which was hard hit by the tornado of June 1953, is one example 
of a disaster which struck in an area where it was least expected. 

In behalf of these people, we endorse the committee’s search for a 
sound, workable system of insurance against the effects of these 
natural disasters. The damage that in recent vears has been wrought 
by floods, hurricanes, tornadoes, and so forth, has been so widespread 
that it is no longer an issue of only local importance. It has become 
a matter for action by the Federal Government. These natural 
disasters have not been confined to any particular State or region. 
The Northeast, the South, the Ohio and Mississippi Rivers, and more 
recently the Far West area, all have experience with their devastating 
effects. The Federal Government must step in at this time to meet 
this eritical need which is not being met in any other way. 

72544—56——27 
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We do not appear here as possessing any expert knowledge of the 
insurance business. We do not have the professional competence 
to assess the damage that has been wreaked by floods and to determine 
properly the type of insurance system that would prove most effective. 

While we have not had a full opportunity to examine the many 
different types of legislation that has been proposed to deal with this 
problem, we would like to present our views regarding a few of the 
major issues involved in this legislation. 

We believe the new insurance program should be applied as broadly 
as possible. Essentially, it should attempt to provide insurance 
against all types of disasters not subject to coverage by a normal 
insurance policy. This would clearly include oe tidal waves, 
and water damage from hurricanes. If practical, we also believe 
the same type insurance could be adapted to certain other natural 
disasters such as earthquakes and drought, as well as manmade 
disaster conditions which might follow atomic attack. However, 
we recognize that complex administrative problems might prevent 
inclusion of all these types of disasters in any legislation at the 
present time. We do think further studies should be made to deter- 
mine whether they can be included later, if not now. 

We believe that insurance should cover damage to real and personal 
property, business inventories, farm animals, and agricultural com- 
modities. Arrangements also should be made to give State and local 
governments the opportunity to insure such property as highways, 
bridges, and other public improvements. 

The insurance companies have not found it possible to provide the 
normal type of commercial insurance against the damages resulting 
from these natural disasters. If the Federal Government is to de- 
velop a practical program to meet this problem it must face the fact 
that a certain degree of Federal subsidy will be absolutely essential. 
Because experience in this type insurance is so limited, it is difficult 
to judge the extent of Federal participation that may be necessary. 
In any case, however, we believe the Federal Government must be 
prepared to pay at least one-half of what would be considered the nor- 
mal premium for this type of insurance. In addition, the Federal 
Government must be prepared to pay the costs of administration. 

The program recommended by the administration requires financial 
participation by the State governments. We see no reason for such 
a provision. Requiring such participation would complicate ad- 
ministration arrangements, delay the development of the insurance 
program, and in some States may prevent its adoption altogether. 
At present, State governments are being called upon to meet ever- 
increasing demands for their limited resources. There is no reason 
to burden them further by requiring them to contribute to this pro- 
gram. For this reason we think the States should be omitted from the 
program and any Government participation confined to the Federal 
Government. 

We believe the individual who is insured should definitely par- 
ticipate in the program. This can be done by writing policies—similar 
to automobile collison insurance—under which the first $100 worth 
of damage is payable by the person insured. In addition, a specific 
maximum limit should be set on the amount of insurance which 
any individual or any business should be permitted to carry. 

In many respects this problem of setting the level of insurance 
premiums represents what might be called the $64,000 question. 
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It is clear that premiums must not be set so high that they discourage 
participation in the program. At the same time premiums must, to a 
certain extent, be related to the risks involved; otherwise they might 
provide an incentive to locate in a high-risk area. 

Because available data concerning necessary premium payments 
is so fragmentary, it might be wise for Congress to delegate to the 
administrator of the program a greater degree of authority than is 
normally granted in developing an appropriate set of premium 
payments. 

We recognize that in high-risk areas any premiums based on ac- 
tuarial calculations might easily be higher, even with a Federal 
subsidy, than the average homeowner can afford to pay. We think 
that only experience can demonstrate whether this is true. To meet 
this situation it might be desirable for residential property to require 
a relatively lower premium rate than commercial or business property. 

We believe the program should be operated if possible with the 
cooperation of the private insurance companies but, if necessary, 
directly as a Government undertaking. We have the impression 
that the private insurance companies have so far been reluctant to 
participate in the program and, if this is true, the Government should 
have no hesitation about operating the program directly as a Federal 
enterprise. If the insurance companies elect to participate in the 
program they should be permitted to do so only on the condition 
that they cannot obtain any special profit or benefits as a result of 
this legislation. 

Because of the experimental nature of this new program, we think 
it is advisable for Congress to establish a special advisory committee 
to the administrator of the insurance program. Membership on this 
committee should include individuals with expert knowledge of 
insurance business but should also include individuals broadly repre- 
sentative of the public interest and more particularly the interest of 
the policyholders. 

The administration has proposed that the administration of this 
program be vested in the Housing and Home Finance Agency. We 
have no objection to this proposal, although it would be equally 
satisfactory from our viewpoint to establish a separate agency of 
Government to handle this new program. 

Mr. Kinpurn. Mr. Chairman, may I ask one brief question? 

Mr. Brown. Well, go ahead. 

Mr. Kitpurn. I just wanted to be clear, on the top of page 4, the 
top paragraph, I think I agree with you wholeheartedly if you mean 
what I think you mean. You say they cannot obtain any special 
profit or benefits as a result of this legislation. 

You would expect them probably to try to get rates that would be 
comparable to fire-insurance rates in their ordinary business but not 
io get any special benefit? 

Mr. Ritey. That is right. No exploitation here. This is human 
misery we are dealing with. 

Mr. Kinsurn. All right. 

Mr. Rirey. That concludes my remarks, Mr. Chairman. 

Mr. Brown. Are there any questions of Mr. Riley? 

Mr. Mutter. Yes. 

Mr. Riley, I think you estimated that flood damage during the 
last 5 years has averaged half a billion dollars a year? 
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Mr. Rivey. From only $150 million between 1926 and 1950—that 
was the period | mentioned—the annual damage has increased to 
half a billion dollars during the last 5 vears. That is the average. 

Mr. Brown. Is that the average? 

Mr. Riuey. Yes, sir; it has gone up, J think, we said there, 755 
million one time in 1954 and now more than a billion. 

Mr. Mutter. I think in 1955 the losses jumped up that high. 

Mr. Rixey. That is right. 

Mr. Mutrer. What is your idea as to what a fair premium rate 
would be? 

Mr. Rivey. Well- 

Mr. Meurer. I know you are not an actuary. 

Mr. Ritey. We have disqualified ourselves in that field already. 

Mr. Mutter. What I am asking you is, What do you think is the 
rate at which the public would buy the policy? What would be the 
amount higher than which they would not buy? Would you give 
us any idea? We will take it just as an estimate. 

Mr. Ritey. It would surely be a wild guess, and I don’t know 
whether that is of any value to you or not. 

Mr. Edelman mentioned $7.50 per 10,900. 

Mr. Mutter. 75 cents a thousand? 

Mr. Ritey. Yes, sir; I am responsible for that figure. That sounds 
like a reasonable figure. If I were a householder in an area prone to 
disasters, that would be reasonable. 

Mr. Mutter. Do you think they would buy it at $10 a thousand? 

Mr. Rivey. No, I don’t think anybody would buy that. 

Mr. Mutter. Do you think they might go as high as a dollar a 
thousand? 

Mr. Riney. I would say somewhere in between lies the range that 
you are going to find. It seems to me this is pretty much like a man 
who is opening a little business on the street. He doesn’t know 
whether he is going to get any business or not. He may have to 
sweat this thing out for months before customers begin to come in to 
give him a break-even point. Experience is the only thing that is go- 
ing to teach you where you lie in this thing. 

Mr. Mutter. Well, at a dollar a thousand, in order to get enough 
to pay an average of $500 million a year, you would have to write 
$500 billion worth of insurance. 

Mr. Rixey. Isn’t there also a give-and-take situation in this pic- 
ture, where you may charge the businessman more? He has got an 
income coming into the place. A homesteader, it is just where he 
hangs his hat, sleeps, and raises his family. It is at the same time a 
liability and an asset to him. It is a balance. 

Mr. Mutter. Let us see if we can break it down. Would you say 
approximately half the damage during the last 5 years was damage to 
homes and half to business, or is my estimate bad? 

Mr. Rivey. Well, you are talking nationally now? 

Mr. Mutter. Yes, taking your national average of $500 million 
a year in losses, how would you divide that, approximately? 

Mr. Riney. I think you have got a reasonable assumption. I am 
trying to think of both ends of the line at the same time. To me th 
Connecticut Valley and Naugatuck are highly industrialized. [' 
seems to me the small plants up there and commercial enterprises ar 
all wrapped up into the same situation as a homestead. 





DISASTER INSURANCE 415 


On the other hand, when you go out to the West, in the Fruit Belt, 
you don’t find the factories. You find packing plants, fruit-packing 
plants, but I don’t think you call that a high concentration of invest- 
ment. 

Mr. Mutter. Let us—for the sake of making the illustration let 
us assume, which I think is quite disproportionate, that home damage 
averaged only 20 percent of the losses during the last 5 years. We 
would then have had $100 million a year in those losses to the homes. 
You will write that for them at $1 a thousand. We would have to 
write a hundred billion dollars worth of insurance to get enough to 
cover those losses, just for the homes. 

Mr. Ritey. You are going on the assumption that this program 
carries itself with the exception of administration; is that what you 
mean? 

Mr. Mutter. Yes. 

Mr. Ritey. We say here there is a Federal subsidy, that if nobody 
else wants to get into it, cannot find a reasonable ground for profit, 
then it is the Government’s obligation to come in and do the job as it 
has in many other cases. 

Mr. Mutter. I think you will agree with me that it would be well 
nigh impossible to get the homeowners of the country to write a 
hundred billion dollars worth of insurance, even at the low rate of 
$1 a thousand? 

Mr. Ritey. A hundred billion, did you say? 

Mr. Mutrer. A hundred billion, yes. 

Mr. Ritey. I don’t know where you get the hundred billion, 
honestly. 

Mr. Mutter. I am taking that as my start because then at $1 a 
thousand I will raise $100 million a year. 

Mr. Ritey. You are going on the premise of a hundred billion 
valuation, then. 

Mr. Mutrer. Yes. In order to raise a hundred million dollars a 
year out of premiums I would have to write a hundred billion dollars 
of insurance on the homes alone. I think you will agree that is not 
feasible. 

Mr. River. Let us get the discussion, if you don’t mind, dis- 
tributed here and ask Mr. Henle if he has any ideas on it. 

Mr. Henue. Congressman, I think by your calculations you do 
leave a couple of factors out. 

First of all, insurance programs, even commercial insurance, don’t 
cover the entire damage. In other words, I think it is not practical 
to assume that any program that the Congress might enact should 
bring in revenues e B os to the total damage that is incurred. 

Mr. Mutter. I don’t agree with you there. There is no insurance 
company that does not write its business on the basis of getting a 
premium that is going to be sufficient, first, to pay all of their over- 
head; second, to pay any losses they may incur; third, to establish an 
increased reserve, and, fourth, either to have, if it is a stock company, 
pay a dividend to the stockholders, or if it is a mutual company to 
have enough in addition to hold out some bait to the mutual policy- 
holder by giving him a little dividend by way of reduction or rebate 
of premium or return of premium? lsn’t that fact actually correct, 
so far as the insurance industry is concerned? 

Mr. Hente. Well, I think you are right, yes. 
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Mr. Mutter. I make the point, then, if the Government must 
subsidize this program, to what extent is the Government going to 
be called upon to subsidize it, to what extent should we be willing to 
subsidize it? 

Mr. Hentz. That is, of course, a decision that you are in the process 
of working out, whether it is any or all. 

Mr. Mutrer. I am trying to get your help not because we want to 
destroy this program, but because if it is feasible we want to put it 
into operation. Maybe if we can show the Government can operate 
it on a self-sustaining basis that the insurance companies would step 
in and do it themselves and take it over. 

Now, if this is to be a subsidy program, then I for one say let us set 
up a law and say that in the event of disaster we are going to subsidize 
you to this extent. Every citizen to the extent of his loss would be 
subsidized up to a certain sum. We will come off a lot cheaper. 
We don’t have to have any collection of premiums, we won’t have to 
pay anybody for selling insurance, we won’t have to pay anybody for 
doing anything except adjusting loss, and we will be a lot better off 
then because then you will get right back to what happened with your 
life-insurance program with our men in the armed services. We 
decided it was a lot cheaper to give them the insurance, and in the 
event of liability pay the loss, and we are saving money on that pro- 
gram today rather than trying to collect premiums and sell insurance, 
and all that went with that administration. Rather than get into 
that kind of program, I say let us set up a straight subsidy program 
and say in the event of these kinds of disasters we are ready to pay 
each householder, each owner of a business, the extent of his loss up to, 
say, $10,000. That might be cheaper, if we cannot make this 
actuarially sound. 

1 am afraid from the information we have gotten thus far it cannot be 
made actuarially sound. I think to follow out the example I started, 
taking just arbitrary figures, | think everybody will agree you cannot 
write $100 billion of this insurance on homes and go to. the other side 
and take $400 billion—you have still got the $500 million figure of 
our average losses for 5 years. If you then go to the other side and 
take industrial or commercial insurance for $400 billion to make up 
the other $400 million of premiums, or cut it down and let them pay 
$10 a thousand, let us assume they pay $10 a thousand, and thus far 
the witnesses have told us they won’t buy it at $10 a thousand—you 
still have got a situation that I don’t think we can meet. 

Mr. Hentz. You are, of course, raising very valid statistical argu- 
ments in connection with this whole thing. It does seem to me you 
have left out this question about deductibility. We are willing, and 
I think everyone should be willing, to have the individual business or 
homeowner sustaining damage to pay the first $100 or $200 or what- 
ever it might be, and my impression would be that thie American 
public would prefer a system of insurance, with such deductibility, 
than they would a system under which there would be complete 
subsidy that would be obviously involving periodic appropriations, 
and the difficulties involved there, as well as the more or less dollar 
aspect that is involved, that would be involved in a straight subsidy 
program. 

Mr. Mutter. I am in complete agreement with you, that the policy 
should have a deductible clause, whether it be’a hundred or two 
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hundred or two hundred and fifty dollars. A first small loss should 
be borne by the person who sustains the loss. It would make the 
program impossible of operation on anything near a self-sustaining 
basis if you include all those small claims in your program. I am in 
complete agreement with you there, but do we have any estimate of 
how much of this average of $500 million a vear is attributable to 
claims up to $250? 

Mr. Ritey. You haven’t had the field of experience vet, have vou, 
to do more than make wild guesses, and I don’t think that is of much 
value to vou. I think if you remove any feeling of rigidity on this 
thing, and that is the approach we have made, not of defeatism on 
this thing, we are sold on the fact there is a need for it. We think 
there is a desire for it. 

Mr. Muurer. I was sold on it in 1952 when President Truman sent 
his message up here, and I was sold on it immediately after these 
disasters. I went through those areas after the first New England 
disasters. I know the heartaches people sustained. I was among the 
first to put an insurance bill in at this session, but as of now it doesn’t 
appear to me as a feasible program. I am still willing to try to work 
something out on an experimental basis, if it can be done. 

Mr. Ritey. We feel it is feasible if everybody gets under it. I am 
not taking the approach that this thing is going to be actuarially sound, 
and that you have got to set $10 or $5 or 50 cents, or whatever it is. 
You have got to have your experience. Let us get going on the initial 
phase of it, and then we know better and know how much the Gov- 
ernment has to get in whether it gets in at all on it. 

Mr. Mutrer. Let me ask you this hypothetical question, Mr. 
Riley: If we had known in 1939 that the crop-insurance program was 
going to cost the United States Government $71 million for the first 
8 years of its operation, and some people have said it cost the Govern- 
ment $200 million—I don’t know which is correct—but the staff 
figures we have before us on the Senate side show the first 8 years of 
the program cost the United States Government $71 million for the 
crop-insurance program. If we were considering writing that now, 
and we were told that we must, in the next 8 years, pay $71 million 
out of the Treasury, would you recommend that program? 

Mr. Ritey. May I ask you million or billion? 

Mr. Mutter. $71 million. 

Mr. Ritey. That doesn’t sound bad expressed over 8 vears. We 
didn’t hesitate to go in with the RFC to help business, large, small, 
and medium size. 

Mr. Mutter. But vou had a different program there. 

Mr. Ritwy. But it was a program. 

Mr. Mutrer. Yes; but that was a loan program. The Govern- 
ment made money on the program. The interest paid more than all 
the expense of operation and paid for all losses that were sustained 
and still left a profit out of the interest. 

Mr. Ritey. You made the point for me that it did pay off and made 
a profit. 

Mr. Mutter. When they set up the crop-insurance program they 
anticipated it would be self-sustaining—not make any money but 
would be self-sustaining. We lost $71 million in the first 8 years, 
we are still losing money on it. 
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The point I make is, if we know in advance that is what it is going 
to be, let us be frank about it and let us make it an out-and-out 
subsidy. Let us not call it an indemnity program or insurance 
program. 

Mr. Ritry. We have suggested a subsidy element in the thing. 
That is in here. 

Mr. Mutrer. Incidentally, I am in agreement with you, that this 
program will never get off the ground if we rely on the States to make 
part of the payments. 

Mr. Rivey. That is right. Let us streamline it and get it on the 
road. That is my idea. 

Mr. Mutrer. Thank you, Mr. Chairman. 

Mr. Brown. This concludes the evidence for today. We are very 
glad to have your testimony, Mr. Riley. 

Mr. Rinry. Thank you, Mr. Chairman. That is very kind of 
you. 

Mr. Brown. We will convene tomorrow at 10. 

[ believe we have the Red Cross tomorrow. 

(Whereupon, at 12:07 p. m., the committee adjourned until Friday 
February 10, 1956, at 10 a. m.) 
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FRIDAY, FEBRUARY 10, 1956 


House oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
New Hovse Orrice BuILpIneG, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Paul Brown presiding. 

Present: Messrs. Brown, Patman, Mrs. Sullivan, Messrs. Reuss, 
and Hiestand. 

Mr. Brown. The committee will come to order. 

Mr. Bunker, you have a written statement? 

Mr. Bunker. I have, Mr. Chairman. 

Mr. Brown. You can proceed in any way vou desire. We are glad 
to have you. 

Mr. Bunker. Shall I go through this statement, Mr. Chairman? 

Mr. Brown. Do as vou please. We have plenty of time. 


STATEMENT OF ELLSWORTH BUNKER, PRESIDENT, AMERICAN 
NATIONAL RED CROSS 


Mr. Bunker. Mr. Chairman, since its establishment by Federal 
statute in 1905 as the official instrumentality of the United States 
Government to assist in discharging responsibilities assumed under an 
international treaty, the American National Red Cross has been ex- 
pressly charged with the duty to— 
carry on a system of national and international relief in time of peace and apply 
the same in mitigating the sufferings caused by pestilence, famine, fire, floods, and 


other great national calamities, and to devise and carry on measures for preventing 
the same. 


During the ensuing half century, the American National Red Cross 
has expended, in furtherance of this congressional mandate, more than 
200 million dollars in giving relief to men, women, and children, vic- 
tims of calamities to which the Nation has been subjected. As con- 
templated by the Federal charter, all of these funds have been derived 
from the voluntary contributions of a generous American public. 
None has been provided through congressional appropriations. 

Throughout this period the Red Cross has interpreted its responsi- 
bility to be that of providing assistance to individuals and families, 
rather than that of restoring utilities or other facilities maintained 
under the supervision of public authorities. Hence no conflict has 
arisen between the Red Cross and other Federal agencies authorized 
to provide disaster relief. On the contrary, the Red Cross has always 
enjoyed the close cooperation of other Federal agencies assisting com- 
munities stricken by disaster. 
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The Congress and the executive branch have repeatedly noted the 
distinction between the activities of agencies operating with funds 
appropriated or otherwise made available by the Congress, and those 
carried out by the American Red Cross with funds voluntarily contrib- 
uted to it. For instance, the terms of Public Law 875, approved 
September 30, 1950, authorizing Federal assistance in major disasters, 
made provision for the closest cooperation between the American Na- 
tional Red Cross and other Federal agencies but was careful to dis- 
tinguish their functions and authority. 

Section 4 of that law specifically states: 

Sec. 4. In providing such assistance hereunder, Federal agencies shall cooperate 
to the fullest extent possible with each other and with States and local govern- 
ments, relief agencies, and the American National Red Cross, but nothing con- 
tained in this Act shall be construed to limit or in any way affect the responsibilities 
of the American National Red Cross under the Act approved January 5, 1905 
(33 Stat. 599), as amended. 

Agreements have been entered into between the Federal Civil 
Defense Administration and the American National Red Cross to 
implement the provisions of Public Law 875. These have carefully 
spelled out operating details to insure maximum coordination and 
cooperation. At the same time, they have recognized the essentially 
different categories of disaster relief assistance provided by the Red 
Cross and agencies of the Government operating with appropriated 
funds. 

Carrying out the purposes of its congressional charter, the American 
National Red Cross maintains a nationwide organization of more 
than 3,700 chapters manned principally by volunteers. The chapters 
cover every county in the United States and also the Territories and 
insular possessions. Each chapter is responsible for developing a 
disaster preparedness plan, and establishing an organization of trained 
volunteers that can go into action immediately should a disaster 
occur in the chapter’s territory. An important part of the disaster 
preparedness plan provides for coordination with public officials and 
with other community groups. The Red Cross maintains at its 
national headquarters and in its area offices a highly trained body 
of experienced disaster relief specialists who work with the chapter 
volunteers in the event of a major disaster. 

Immediately following a disaster, the Red Cross provides emer- 
gency assistance for all disaster-affected persons who are in need. 
Shelters are provided for those whose homes are untenable; food and 
clothing, medical and nursing attention are given. While assistance 
in the first few hours or days following a disaster is often the most 
dramatic and is always easily recognizable, only 20 cents or less of 
each Red Cross disaster relief dollar is spent for such help. 

Eighty cents or more of each Red Cross disaster relief dollar is 
spent in helping families and small businesses who are unable to 
reestablish themselves within their own resources. The major Red 
Cross job following a disaster is therefore long-term assistance; that 
is, helping restore the capacity of the family to reach and maintain 
its predisaster way of living. Such assistance may include clothing, 
food, and maintenance; the repair or rebuilding of homes, farm, and 
other buildings; the provision of household furnishings; payment of 
hospital and doctor’s bills, and the provision of supplies, equipment, or 
tools needed by a worker to earn his living. Assistance may be given 
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to small businesses, such as those owned and operated by families, 
which have insufficient resources to recover from disaster losses -on 
their own. 

To illustrate the extent of Red Cross assistance to small business, 
in the Eastern States floods of last August and October the Red 
Cross helped more than 1,150 small businesses replace stock, supplies, 
tools, and equipment, and repair or rebuild their places of business. 
Following the Christmas floods in California, Nevada, Oregon, and 
Idaho, 429 small businesses applied to the Red Cross for assistance, 
and the majority of them have already been given the aid they need. 

It is important to note that the Red Cross makes no attempt to 
replace all disaster-caused losses. The Red Cross only attempts to 
meet disaster-caused needs of families, small businesses, and farmers, 
that cannot be met with the resources available to them. 

I should like to emphasize that assistance is given on an individual 
basis. No 2 families are alike, no 2 have identical losses, no 2 have 
the same resources or the same problems, and therefore no 2 will have 
the same disaster-caused needs. Red Cross disaster workers discuss 
with each individual or family in detail the family situation, such as 
home or business ownership, health and earning capacity, insurance, 
and other resources, and liabilities. The family and the Red Cross 
worker develop a plan together. That plan in each instance is sub- 
mitted for approval by the Red Cross to an advisory committee of 
responsible local citizens, appointed following each disaster. 

Red Cross assistance during the immediate emergency and Red 
Cross long-term assistance are given without any obligation to repay. 
The assistance is an outright gift made through the Red Cross by the 
American people who have given their voluntary contributions for 
this purpose. 

Having set forth in general terms the role of the Red Cross in 
disaster relief, I should like to refer to our work in the present fiscal 
year which began on July 1, 1955. This has been the worst disaster 
year in Red Cross history. Three major floods and several unusually 
destructive tornadoes have required us to spend more than $27 million 
for disaster relief. I might add experience indicates that the spring 
months normally are those in which we may expect the heaviest 
disasters. 

In the Eastern States floods of August 19 and October 16, the Red 
Cross helped more than 45,000 persons during the first emergency days 
at a cost of just over $2 million. More than 14,800 families or small 
businesses have been given long-term assistance at a cost in excess of 
$15,500,000. At the peak of the relief operations, 850 Red Cross staff 
members were assisting thousands of volunteers throughout the dis- 
aster area. The total expenditures as of January 31, 1956, amount to 
$17,865,000. Of this sum 44 percent represents the expense of repair 
or reconstruction of houses, business, farm, and other buildings; 32 
percent was spent for household furnishings, 12 percent for occupa- 
tional tools, stock, fixtures, and equipment for small businesses, and 
12 percent for food, clothing, and medical, nursing, and hospital care. 

With respect to the Western States floods of December, as of Janu- 
uary 31, 10,116 families and small businesses had applied to the Red 
Cross for help. Of this number, 5,103 families and small businesses 
already have been assisted with expenditures amounting to $3,194,000. 
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Four hundred and twenty-five staff members were assigned to the 
disaster area and, when this operation is completed, it is expected that 
total expenditures will be approximately $8 million. 

I think they may be upward of $8 million. 

I am providing two tables to the committee relating to the Eastern 
States and Western States floods which set forth in detail the number 
of families affected, homes destroyed or damaged, other buildings de- 
stroyed or damaged, and other facts on cost. 

(The material referred to is as follows:) 


THE AMERICAN NATIONAL RED Cross 


Western States floods of December 1955 (data as of Jan. 31, 1956) 





| Total | California Oregon | Idaho | Nevada 








Families affected _ _ _- ‘nin REP on 29, 153 | 27, 635 1, 220 
Homes destroyed... x ws a 1, 208 36 
Homes damaged: 
(a) Major a. RES coca 2, 7 2, 598 127 | 
(6) Minor___-- ane ines ate 4 a 3, 585 | 397 
Other buildings destroyed. -_._._____- eae eecee ( 901 36 
Other buildings damaged: | 
(a) Major , 6 , 517 110 
(b) Minor GRE 2 ERE , 223 | , 851 318 
Total families and small businesses applying | 
assistance..........- : 9, 788 | 257 
Total families and small businesses assisted ! phe K 842 196 
Total Red Cross expenditures ! 3, 194, 564 | $113, 628 
| 


5 | 59 
$6, 516 $14, 194 





1 It is estimated that at the close of this operation 9,300 families and small businesses will have been as- 
sisted and total expenditures will be in excess of $8 million. 


Eastern States floods of August and October 1955 (data as of Jan. 31, 1956) 





| | | | 
Massa- | Rhode | Connecti- | New New | Pennsyl- 
| chusetts | Island cut York Jersey vania 











| | } | 
Families affected __ -_- { 6,922} 1,440! 19,215) 4,884) 2,371) 8, 566 
Homes destroyed_-. ‘ | 7 598) 34 691) 33) 94) 259 
Homes damaged: | 
(a) Major 5, 810, 67 , 597 135) 565) 1, 604 
(b) Minor..._._-- a | 52| 4, 501| 310| ,110} 1, 156} 5, 490 
Other buildings destroyed. -__.____| , o 142 11) 51) 282) 119 
Other buildings damaged: | | 
(a) Major : 2, 273) 10 , 982) 92| 220) 327 
< 450) 25) 2, } 330 287 554 
Total families and small businesses | | | | 
applying for assistance i, 1, 957 655 , 472) 781 862) 4, 453 
Total families and small businesses | | | 
og Re 14, 805 1, 807) 615) 6, 816) 714! 755| 4, 098 
Total Red Cross expenditures. -.__..|$17, 865, 285|$1, 719, 846/$328, 452/$11, 297, 903/$527, 424/$463, 719) $3, 527, 941 
| | | { 
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THE AMERICAN NATIONAL RED Cross, 
Washington, D. C., February 9, 1956. 
OrMAN 8S. FINk, 
House Committee on Banking and Currency, 
House Office Building, Washington, D. C. 

Dear Mr. Fink: In response to your request of February 7 in conversation by 
telephone with Mr. Burton Quigley, we are very happy to give you the accom- 
panying information. 

Our reports for disaster relief operations are not necessarily complete records 
of disasters. The data cover only those disaster situations and areas where 
Red Cross assistance was needed. Our records, moreover, cover only single- 
family homes. (Farm houses are included along with urban homes.) Multiple 
family apartment buildings, tenements, and so forth, are not included. 

Sincerely yours, 
C. H. WHELDEN, Jr., 
Director, Office of Research Information. 


Selected data on disaster relief operations following floods, number of homes destroyed 
and damaged 


Homes Homes 


Homes Homes 
destroyed damaged 


Calendar years 
destroyed damaged 


Calendar years 





9, 500 89, 600 1952_...- . 650 23, 200 
, 200 24, 500 ae = 200 10, 500 
3, 400 45, 500 1954 800 9, 200 
960 28, 400 1955... 4,100 55, 600 
900 11, 000 ~- 
550 29, 800 Total... 24, 660 380, 300 
2, 400 53, 000 


Mr. Bunker. It is instructive to consider the needs for Red Cross 


assistance in disasters caused by hurricanes, tornadoes, and other 
storms. Wind damage, as the committee knows, is coverable by 
insurance. Nevertheless, despite the fact that insurance claims total- 
ing many millions of dollars were paid in 1953 to victims of a series of 
tornadoes that afflicted the Nation that year, the Red Cross spent 
$3,600,000 for tornado relief, providing mass care for 60,000 persons 
and long-term assistance to 6,000 families. 

In 1954, the eastern seaboard was hit by Hurricanes Carol, Edna, 
and Hazel. Despite the fact that insurance claims again totaling 
many millions of dollars were paid, the Red Cross gave emergency 
mass care to 61,000 individuals, and more than 7,000 families applied 
for and received assistance in the amount of $2,400,000. 

I believe it is apparent that disaster relief is a complex matter, 
involving many types of assistance if the needs of disaster victims are 
to be met effectively and satisfactorily. 

[ am also providing for the committee a third table showing the 
disaster operations of the American National Red Cross by States for 
the 4 fiscal vears beginning July 1, 1951, and ending June 30, 1955. 
In this period the Red Cross was called upon to provide assistance in 
weather-caused disasters in each of the 48 States. This 4-year period 
illustrates the basic fact that natural disasters spare no section of our 
country; they strike rural and industrial areas alike. Through our 
many years of disaster experience we have accumulated a great deal of 
data concerning the needs of disaster victims, and much information 
regarding the frequency, type, and geographical spread of disasters. 
All of this information is available to the committee, should the com- 
mittee believe it will be helpful in its considerations. 
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In keeping with the policy of the American National Red Cross 
not to attempt to influence the deliberations of the Congress, and to 
confine its comments to legislation having a direct bearing upon the 
congressional-authorized activities of the Red Cross, we offer no 
opinion as to the merits of the various proposals that have been made 
regarding a Federal disaster insurance plan. We shall, however, 
welcome any measure which will lessen the human suffering caused by 
disasters. As an instrumentality of the United States Government, 
we shall willingly and promptly adjust our program to take account of 
any new disaster relief measures which may be adopted by the 
Congress. We shall continue to cooperate to the best of our ability 
with all public and private agencies in the alleviation of disaster- 
caused suffering. 

Thank you, Mr. Chairman. 

I would like to submit the statement and the tables accompanying 
it if I may for the record. 

Mr. Brown. The tables will be incorporated and made a part of 
the record. 

Mr. Bunker. I have also an additional table which we have sub- 
mitted to the committee showing for calendar years, some of the 
calendar years beginning with 1927, the number of homes destroyed 
and damaged in floods during those years. I would like also to submit 
that for the record. 

Mr. Brown. That will be made part of the record. 

I notice the Red Cross has expended more than $200 million; 
does that cover all of the years? 

Mr. Bunker. That covers the years from 1905, Mr. Chairman. 

Mr. Brown. You set forth in detail an accounting of your expendi- 
tures. I want to congratulate you on the fine work that you have 
done. 

Mr. Bunker. Thank you, sir. 

Mr. Brown. Mrs. Sullivan? 

Mrs. Suutiivan. I am awfully sorry I was not able to hear the 
entire testimony given by Mr. Bunker, but I was held up at the 
office until just now. 

Perhaps Mr. Bunker's testimony answers some of the things that 
are in my mind. Can you describe to me how a family whose entire 
home would be wiped out would be aided by the Red Cross? Let us 
just take some sort of an example of a family with children who own 
their home, and through either a hurricane or a flood they are wiped 
out. What kind of aid, outside of just temporary aid, can the Red 
Cross give them? 

Mr. Bunker. Mrs. Sullivan, the first thing we do is to try to get 
to everybody in the community the information that the Red Cross 
is there to help and that disaster victims who need assistance should 
register with the Red Cross. 

The family would register with the Red Cross for assistance. Then 
a trained disaster worker would go over with them their whole prob- 
lem—what had happened, the extent of the damage—say the home 
was destroyed, as in many cases it was in the Eastern States, and 
now in the West. They would go into with them what resources 
they might have, if any. If they had some resources we assume that 
most people want to do what they can themselves, and we supple- 
ment it. 
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Then, after that individual case is developed and worked out 
between the family itself and the worker it is presented to an advisory 
committee. In each community we set up an advisory committee 
composed of representative citizens who volunteer to serve, and who 
then consider each case and pass on the adequacy or inadequacy of 
the award, advise as to whether they think it is sufficient, or whether 
it is too much, or what, and almost invariably we follow the advice of 
the local committee because we think they know more about the 
community than we do, and then we will make a grant to the family. 

Now, in these floods which have taken place here in the East, and 
now in the west coast, those grants will cover, for example, the entire 
rebuilding and refurnishing of a house, or the repair of the house. 

Mrs. Suuuivan. It would run into that kind of aid to help them 
rebuild their home? 

Mr. Bunker. Yes, on the basis of their need. We don’t replace 
necessarily loss. It is not an insurance, but on the basis of the disaster 
caused need it may be the entire rebuilding of a house, or it will be 
the repair of a house, or the replacement of furniture. 

In the case of the small-business man, the rebuilding of his place 
of business, if necessary, the repair of it, the replacement of inven- 
tory, replacement of equipment, or tools or supplies. 

Mr. Sutuivan. Mr. Bunker, is that done on a loan basis or program? 

Mr. Bunker. No, everything we do is an outright grant. The Red 
Cross makes no loans in disaster relief. In the case 

Mr. Brown. You don’t have any loan program? 

Mr. Bunker. We have no disaster-loan program; no, sir. It is an 
outright grant. 

In the case of a small-business man we work very closely with the 
Small Business Administration, and with the local banks and credit 
facilities there. 

There are cases, for example, where a small-business man may 
qualify for a loan from the Small Business Administration, but that 
loan—his ability to borrow—will not be sufficient to put him back 
into business on a sound basis. Working with the Small Business 
Administration, we may supplement that loan by an outright grant 
to him. We have done that in many cases, so that he will have a 
combination of a loan from the Small Business Administration and 
a grant from the Red Cross, the theory being that if he is going to be 
put back in business he ought to go back on a basis where he has a 
good chance to stay in business. 

In many other cases, of course, the man cannot qualify at all for 
any credit, and we will do the whole job for him, again, as an outright 
grant. 

There are no strings attached to it. Anything the Red Cross does 
there are no strings attached. 

Mrs. Sutiivan. Are records kept in any way on individual cases or 
are they kept by community? 

Mr. Bunker. They are kept by individual cases. 

Mrs. Suturvan. Does that stay in the community? 

Mr. Bunker. In the Red Cross files. A very careful record is 
prepared of each individual case. Each case is handled individually, 
by a trained worker, and we have also a corps of building advisers 
who advise us on building and on the costs of building and methods, 
supplies, and so forth. 
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Mrs. Sutuivan. How is it jud as to how much aid would be 
given to the individual family? Based on what they had before, or 
just based on how much funds are available to that community? 

Mr. Bunker. There is no limitation on the amount of funds 
available to a community. What we attempt to do, and do, I think, 
is to restore the family or the small-business man to his predisaster 
basis of living. 

Mrs. Suuirvan. Then one other question. I have no direct 
knowledge of this, because fortunately I have never participated 
where there was a real disaster, but, for instance, there is a tornado 
in a town and the town is not equipped to take care of their people 
and the Red Cross comes in with a sum of money. Later, should that 
town, through subscriptions or through their State, gather together 
a fund for that distressed area, do they repay the National Red 
Cross for any of that? 

Mr. Bunker. No, they do not. There is never any repayment to 
the Red Cross or request by the Red Cross for such repayment from 
either individuals or families or communities. The Red Cross does 
accept or solicit voluntary contributions in connection with disaster 
relief and there have been many instances where communities have 
raised moneys outside of the Red Cross channels and then turned them 
over to Red Cross for expenditure for work in connection with the 
disaster. 

Also, situations do occur when funds are raised outside the Red 
Cross organization and disbursed through committees or individuals 
without the money ever being turned over to Red Cross. In such 
instances the Red Cross endeavors to secure information relative to 
the amounts of money made available to individual families because 
we believe such moneys are a cash resource to the family and should 
be used to meet basic needs which otherwise the Red Cross would meet 
through its program. 

Mrs. SuLtivan. From the experience you have had nationally with 
the Red Cross—and I heard you mention in your statement about 
having some sort of disaster in all of the 48 States—in your opinion, 
do you think it would be practical to have a broad insurance coverage 
of a disaster nature, where a person would buy insurance in the Middle 
West where there was very little chance of flooding, and yet there 
might be a chance of a tornado or cyclone, do you think that that type 
of insurance would be salable all over the United States so that any 
disaster that might occur, any natural disaster, could come out of that 
insurance fund or insurance premium? 

Mr. Bunker. I am not sure that I could give you an adequate 
answer, Mrs. Sullivan, on that. Of course people do buy wind insur- 
ance, tornado, hurricane insurance. I really don’t think I know 
enough about that to give you a competent answer. 

Mrs. Suutyivan. I know it is a difficult thing to try to picture. 
What we are trying to develop is whether or not the premiums could 
be brought down to a point where people could afford it, or it would be 
attractive to them, so that whatever kind of national disaster would 
occur it would be with that one particular type of insurance? 

Mr. Bunker. Yes. 

Mrs. Sutiivan. That is all I can think of right now, Mr. Chairman. 

Mr. Brown. Mr. Hiestand? 

Mr. Hiestranp. Mr. Bunker, I very much appreciate this report. 
To me it is quite enlightening. 
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Mr. Bunker. Thank you, sir. 

Mr. Hrestanp. I am sure it will be to the rest of the committee 
when they go over particularly the statistical summary at the end. 

I am especially impressed with the fact that you are putting small 
business, that is, service to the community, back in a going position. 
That is a thing I didn’t know you did. I knew you did distress relief, 
but to restore a community to an operating level is especially im- 
pressive, and I am sure it will be to the committee. 

Mr. Bunker. Thank you, Mr. Hiestand. 

It is quite true, I think it isn’t generally known that the big part 
of the Red Cross operation is the long-term assistance, assistance after 
the emergency is over. 

Mr. Hrestanp. It is a permanent installation. 

Mr. Bunker. Thatisright. Actually, in the Eastern States floods, 
and it will be true also in the west coast, 85 cents out of every dollar 
will go for that long-term permanent job of rebuilding homes, or 
putting the small-business man back on his feet. 

Mr. Hresranp. You mentioned that you had cooperated with the 
Small Business Administration in these recent disasters. 

Mr. Bunker. Yes, sir. 

Mr. Heistanp. Have you found anything left to be desired in their 
administration? 

Mr. Bunker. No. We have had splendid cooperation with the 
Small Business Administration, with civil defense, with the Armed 
Forces, with all the Government agencies, and not only Federal but 
State and local as well. We have had the best sort of cooperation 
and assistance and encouragement from the governors of all of the 
affected States, and from all the other agencies. 

Mr. Hiesranp. Particularly small businesses, have there been any 
painful delays as there might have been conceivably after disasters 
that you know of? 

Mr. Bunker. Well, I am not familiar with that. Mr. Edson tells 
me that they have established offices very quickly and we usually 
work in the same office with them. Now, it may be, of course, that 
they get into complicated cases which may take time to work out, 
and presumably they would handle businesses of a larger size than the 
Red Cross—particularly those who were qualified for credit facilities. 

Mr. Hiestanp. It is your opinion that they have done as satis- 
factory a job as could be expected? 

Mr. Bunker. I think so. 

Mr. Hiesranp. Thank you. 

Mr. Brown. Mr. Reuss? 

Mr. Reuss. No questions. 

Mr. Brown. Mr. Bunker, the Red Cross performs another worth- 
while function when you are called upon by the Department of the 
Army to make investigations about hardships of soldiers’ families? 

Mr. Bunker. Yes, sir. 

Mr. Brown. The Government doesn’t reimburse you for that kind 
of operation? 

Mr. Bunker. No, sir. That is part of our service to the Armed 
Forces, Mr. Chairman, and to veterans. Every chapter has what 
we call its home service program, as it has a disaster preparedness and 


relief program, and those are two of the primary obligations of the 
Red Cross. 
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Normally, more than 40 percent of our budget goes for service to 
the Armed Forces, and to the veterans, and one of the primary obliga- 
tions of the chapter is to provide counseling and assistance to service- 
men’s families, for emergency, for family problems, for any difficulties 
that may arise. 

We operate our own telecommunications system, which covers the 
country, and which is tied into the Department of Defense, so that 
we get messages overseas and to the chapters, and to the home chapter 
of the serviceman or his family very quickly. 

Mr. Brown. I notice you have expended something over $25 million 
or in the neighborhood of $25 million from July of last year to January 
of this year. 

Mr. Bunker. About 27% million from July 1, 1955, to January of 
this year. 

Mr. Brown. Does that include the west coast, too? 

Mr. Bunker. That includes the west coast; yes, sir. 

Mr. Brown. Did you have that much money im the treasury at that 
time? 

Mr. Bunker. Well, we had to make a special appeal in August for 
disaster relief, when the east coast floods hit. We had in our budget, 
regular budget, $4 million. We had in a disaster reserve a little over 
$8 million, and in response to that special appeal that we made we 
have received approximately $16 million in contributions. That 
makes a total of a little over 28 millions, and we have spent, or com- 
mitted, $274 million of that, so that we have actually less than a 
million dollars now in our disaster funds. 

We are asking now in our national appeal, which will begin the Ist 
of March, for an additional $8 million for disaster purposes. 

; Mr. Brown. I want to congratulate you on the fine work you have 
one. 

Mrs. Suuuitvan. Mr. Chairman, just before we end this, may I ask 
one more question? 

Are direct grants ever made to municipalities? For instance, for 
the restoration of maybe the water supply? 

Mr. Bunker. It is not our practice, Mrs. Sullivan, and perhaps in 
a dire emergency we might do it, but that we consider the function of 
government and the local or State or Federal Government. 

Mrs. SuttivaNn. Yours is mainly to the individual, the family, or 
the small business? 

Mr. Bunker. To the individual, family, and small business, that 
is correct. 

Mrs. Suuuivan. Thank you. 

Mr. Brown. I believe this concludes the testimony for today. 
You may be excused, sir. 

Mr. Bunxer. Thank you. I appreciate the opportunity, Mr. 
Chairman. 


(The following letter was subsequently submitted to the committee 
by Mr. Bunker:) 


Tue AMERICAN NaTIONAL Rep Cross, 

Washington, D. C., February 17, 1956. 
Hon. Brent SPENCE, 
House of Representatives, 

Washingion, D. C. 
DEAR CoNGRESSMAN SpPENcE: I was informed, following my appearance before 
your committee on February 10, that a previous witness, Mr. John W. Edelman, 
stated the Red Cross, in assisting a family whose house had been destroyed by a 
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disaster, requires the family to rebuild on the site of the old house. Mr. Edelman 
is not connected with the Red Cross. I appreciate the opportunity to comment 
on this statement and to thereby correct your committee’s record. 

The Red Cross disaster relief program is based on the premise that disaster 
sufferers will make use of all resources available to them in regaining a predisaster 
standard of living. Red Cross assistance is given when such resources are not 
adequate to enable those affected to recover. A building site, if not condemned 
or destroyed, represents a resource to a family and would be considered by the 
Red Cross as a resource in the planning for that family. If a family refuses 
without justifiable reason to make use of such a resource, then the Red Cross 
would not assist the family in the rebuilding of a home on another site. 

However, quite commonly in flood disasters, land is condemned or new zoning 
regulations prevent the return of families to predisaster homesites. The legal 
mandate imposed by such action on the part of local government, of course, 
must be followed and new sites procured. The Red Cross expects families to 
apply funds made available by reimbursement for condemned property in the 
purchase of a new building site. If these funds are inadequate, the Red Cross 
may make additional funds available to the family. Also in floods, land at pre- 
disaster sites may be washed away and it might be more expensive to restore the 
building site than to help the family in the purchase of a new one. In such cases 
the old homesite is generally not regarded as a significant resource in the planning 
with the family, and the Red Cross would assist with funds toward the purchase 
of a new site. 

I trust that this letter will clear up any misunderstanding which may have 
been created by Mr. Edelman’s statement. If you desire further clarification, I 
will be very happy to endeavor to provide it. 

Sincerely yours, 
ELLSWORTH BUNKER. 


Mr. Brown. Do you have any additional reports to file, Mr. Clerk? 
The Cuierx. Mr. Chairman, requests have been made that two 
statements be included in the record. One, an outline of the operation 


of the War Damage Corporation, which was furnished by the Federal 
Facilities Administration; and, second, a statement on behalf of the 
National Association of Mutual Savings Banks. 

Mr. Brown. Without objection, they may be inserted in the 
record. 

(The statement referred to above is as follows:) 


War DaMaGeE CorPoRATION—SKETCH OF THE OPERATION OF THE PROGRAM, 
May 16, 1952 


Created as War Insurance Corporation by RFC on December 13, 1941. 

Act of Congress, approved March 27, 1942, changed name to War Damage 
ao and authorized RFC to supply WDC funds not in excess of $1 
villion. 

Purpose.—To provide reasonable insurance protection against loss of or damage 
to property resulting from enemy attack or from the action of the military, naval, 
or air forces of the United States in resisting enemy attack. 

. re stock.—Authorized $100 million; issued only $1 million, all to RFC for 
cash, 

Prepolicy program.—Provided, without payment of premium or insurance, 
reasonable protection against loss or damage to property as a result of enemy 
attack occurring after December 6, 1941, and before July 1, 1942. This protection 
extended to property in the United States and its Territories and possessions and 
to property in transit between points in those areas. 

eneral program.—Policies of insurance were made available from July 1, 1942, 
until March 16, 1946, when the issuance of policies was terminated because of lack 
of public demand for such covereage. 

iduciary agents: 546 insurance companies entered into agreements with WDC 
pursuant to which they agreed to act as fiduciary agents for WDC in receiving 
applications, issuing policies, and otherwise handling the program through approx- 
imately 1,450 established policy issuing offices. 

Fiduciary agents’ expense reimbursements: The fiduciary agent through whom 
an application was submitted received an expense reimbursement of 34 percent 
of the premium, with a minimum of 50 cents and a maximum of $700 per policy, 
subject to adjustment on the basis of actual costs and expenses. 











432 DISASTER INSURANCE 


Producers: The insurance agents or brokers who submitted the applications to 
the insurance companies were known as producers. 

Producers’ commissions: The producers received a commission or a service fee 
of 5 percent of the premium, with a minimum of $1 and a maximum of $1,000 per 
policy. 

Premium rates varied with different types of property, classes of occupancy 
and types of construction, but were uniform thorughout the territories covered, 
and averaged close to 6 cents per $100 of insurance. 

Renewals: Policies were issued for a period of 1 year and renewal certificates 
at the same rates were issued for 1 year. Insurance in force at March 31, 1944, 
was extended for 1 additional year from the respective dates of expiration without 
payment of premium or other charge. Insurance in force at February 28, 1945, 
was likewise extended for a further additional year without charge, from expiration 
dates. 

Participation: The insurance industry represented by 546 fiduciary agents had 
a 10-percent participating interest in the operating profits or losses of the general 
program subject to a limit of $20 million. 

Policies and renewal certificates issued numbered more than 8,700,000. 

Coverage: Maximum was in excess of $136 billion. 

Premiums collected, less returned premiums, approximated $244,900,000. 

Money and securities program.—Policies of insurance were made available 
December 21, 1942. 

Fiduciary agents: 88 casualty and surety insurance companies made their 
facilities available and acted as fiduciary agents for WDC in this program. 

Fiduciary agents’ expense reimbursements: Same as for general program. 

Producers’ commissions: Same as for general program. 

Participation: The participating companies had a similar 10-percent interest 
in the operating profits or losses of this program subject to a limit of $5 million. 

Policies issued: Approximately 2,800. 

Coverage: Maximum, approximately $3 billion. 

Premiums collected, less returned premiums, approximated $980,000. 

Plate-glass reinsurance program.—On March 15, 1943, WDC entered into 
contracts of reinsurance with 64 insurance companies covering widely distributed 
plate-glass insurance risks, receiving therefor a premium of $136,793. No loss 
was suffered under this program and in accordance with the participation agree- 
ment 10 percent of the net premiums, $14,679, was returned by WDC to the 
participating companies. 

Loss investigation.—Investigation and adjustment of claims were conducted 
through the facilities of the Fire Companies’ Adjustment Bureau, Inc., of New 
York, the Western Adjustment & Inspection Co., and the Underwriters Adjust- 
ing Co. having an aggregate of some 465 offices throughout the United States. 
Compensation for such services made on a basis of actual cost. 














| 
Geographic location | Number | Amount 
CLAIMS PAID—PREPOLICY PROGRAM 

RR. 8 - aeectenensind ° 1 $5, 974. 82 
Los Angeles. -_-________-. 3 559. 63 
Balance of California -- a) 2, 414. 89 
Hawaii ie 198 219, 015. 02 
SS EI EE COTE ILS LET TIO LP Rie Oe 31 4, 851. 98 
OS LRP SSN Gaia ec ige  * RSE ail RE A Di a a Fae 1 195. 50 
ES ERS eit Te a ee ees Sera 2 394. 20 
I OE is 3 ass betas sean sbeebs bones hs bd5e~-acebylepeaes 206 74, 085. 23 
(ee RRS TA RA TR EAC HAE RTE TER lO 72 267, 482. 26 
A a a iat 2 RS A ie See DE a 46 21, 950. 59 
PN NOLL Ad, . owrtdilecn nda nhbhbinncclsaclidcdlivedes tebasiessvisiwbscoht 3 123. 33 
RS ee a SS rae Pe ee wee eres eee eae « 930 564, 632. 85 

I iak kanes Opa dil aebmdibiv tu nop bolts emma aetaacmadanegn mae naiape ae mcpieese 1, 503 1, 201, 680. 30 

CLAIMS PAID—POLICY PROGRAM 

Continental United States__.......- hie emtiimnhiniinnnn cnet. danmewemmntnnirgeen 279 73, 063. 99 
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Damages for which claims were paid under the policy program were, in the main, 
ofl to the explosion of the U. S. S. Turner in New York Harbor on January 3, 

Suit pending.—A suit is pending in the Indiana State courts against the Corpo- 
ration by the Matlaw Corp. seeking to recover for policyholders as unearned pre- 
miums the full amount of premium receipts less expenses of operation. Decision 
was rendered in favor of defendant, but an appeal has been taken. 

Fiscal operations.— 

Fiscal agent: RFC acted as fiscal agent for WDC and RFC used the facilities 
of the Federal Reserve banks as indicated below. 

Fiduciary agents received applications, issued policies, collected premiums 
from producers, paid producers’ commissions, withheld their own expense reim- 
bursements and remitted to the appropriate Federal Reserve bank, the net pre- 
mium proceeds together with a schedule of such fiscal transactions and duplicates 
of the policies issued. 

Federal Reserve banks reviewed the duplicates of the policies issued by the 
fiduciary agents for verification or exception to rates and amounts of premiums, 
producers’ commissions and expense reimbursements; corresponded directly with 
fiduciary agents in regard to exceptions, submitting to Washington items not so 
settled; prepared and submitted to Washington ticket advices of transactions 
daily by individual fiduciary agents, reporting gross premiums, returned premiums, 
fees, and expenses. 

Washington office: Verified the aggregate of each of the classes of income and 
expense as detailed on the ticket advices with the related summary totals re- 
ported by each FRB each day. By means of the ticket advices maintained for 
each fiduciary agent a record of gross premiums, returned premiums, producers’ 
commissions, and expense reimbursements. Washington, of course, maintained 
the general ledger and prepaged all financial reports. 

Audit.—RFC’s internal audit staff made a complete audit of the WDC activities 
of each of the approximately 1,5000 policy-issuing offices before WDC paid to the 
participants the agreed amount of their participating interest in the profits realized. 

Statistics —Each fiduciary agent furnished to the FRB to which it remitted a 
monthly statistical report reflecting the amount of insurance then in force by class 
of risk and by geographical location. Each FRB summarized the reports of the 
fiduciary agents within its area and transmitted the summary to Washington. 
Washington, in turn, made an overall IBM summary of insurance in force by 
classes of risk and geographical location. 

Philippines.—No policies of insurance were issued to cover property in the 
Philippine Islands, but by the act of March 27, 1942, WDC was authorized to 
receive and adjust losses suffered in the Philippines after December 6, 1941, and 
before July 1, 1942. Several thousand claims were received. Three special 
investigators sent to the Philippines by WDC in 1945 made a general survey 
of war damage in that area and made a report to WDC which was published 
in a Senate committee print of the 79th Congress, Ist session, for the use of the 
Committee on Territories and Insular Affairs. By Public Law 370, enacted 
April 30, 1946, a new agency designated as Philippine War Damage Commission 
was created with authority to make compensation, to an extent specified in the act 
for war damage to property in the Philippine Islands. By that act the previous 
authority of WDC to make compensation for losses in the Philippines was termi- 
nated and pursuant thereto WDC delivered to the Philippine War Damage Com- 
mission all records, claims, files and other documents in its possession pertaining 
to the Philippine claims. 

Terminated.—Powers of WDC, except for purposes of liquidation terminated 
as of January 22, 1947. 

Results of operation are set forth in the following statement: 
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Analyses of accumulated net income of WDC and disposition thereof: 

















Income: 
Premiums collected, less returned premiums___------ $246, 035, 116. 79 
ET LE FEE AP OO 9, 985, 361. 66 
DR URCIREIIIION TOI sem ghoen manhintim weak & ane 2, 590. 18 
PR RIES DIED, cece oni srnsigntinds beni 256, 022, 068. 63 
Expense: 
a ee er ee ee ee 16, 274, 776. 68 
Fiduciary agents’ expense reimbursements - - - - - - - - -- 5, 199, 205. 33 
oe ee eee ee ee eee 2, 475, 502. 09 
Nonadministrative expense_-_-----.-------------- 5 19, 316. 25 
a i a PB ics a stig 1, 274, 744. 29 
LOUS INVOSURRUON SINONNS......— cso ns ce dnende 148, 511. 91 
Cost of property transferred to disposal agencies___-_- 150. 67 
Participations paid: 
General program _-_ ..-------- $19, 925, 000. 00 
Money and securities program. 91, 459. 71 
Plate-glass reinsurance pro- 
I is cata lca a eine 14, 679. 32 
20, 031, 139. 03 
Total operating expense................... 45, 423, 346. 25 
1A EE EE Ee ae? NRE 210, 598, 722. 38 
Disbursements to the Treasurer of the United States: 
CRE BO, SOE a ohne eid once $209, 827, 810. 45 
SUN, BONE. wx oon nn ied oon pects @1, 055. 68 
PUN EMER ot eee radcce we cutee 50, 000. 00 
pepebner oe, 1000... . . ose oe ce 639, 856. 25 





210, 598, 722. 38 


Final payment of the net proceeds of the WDC program in the amount of 
$639,856.25 was made to the U. 8. Treasury on Dec. 30, 1949 [pursuant to mem- 
orandum approved by the Board (Secretary’s memorandum No. 7520)] and in 
accordance with Public Law 268, 80th Cong., enacted July 30, 1947. 


STATEMENT SUBMITTED BY THE NATIONAL ASSOCIATION OF MutTvAL SAVINGS 
BANKS 


The National Association of Mutual Savings Banks represents 520 of the 527 
mutual savings banks of this country. These mutual savings banks are located 
in 17 States. As of December 31, 1955, they had total assets of $31,350 million, 
total deposits of $28,188 million and 20,990,000 depositors. As of the same date, 
these mutual savings banks held $17,294 million in mortgage loans representing 
approximately 55 percent of their total assets. 

The mutual savings banks are heavily invested in mortgage loans in Connect- 
icut, Massachusetts, Rhode Island, New Jersey, New York, Pennsylvania and 
the Pacific Coast States, particularly California—all areas that have suffered, 
unusually heavy losses from high water and flood in recent months. Hence 
the interest of the mutual savings banks in some form of flood insurance is im- 
mediate and real. It is with this background that we submit our views. 

Pending before this committee are many bills ranging in purpose from insurance 
or indemnity against the single hazard of flood to protection against every con- 
ceivable hazard, whether of natural or man-made origin. The bills before this 
committee also differ widely in the kinds of properties that would be insured 
against loss or damage. All bills appear to insure against loss or damage to 
privately owned real property. Some bills would include all personal property 
and others would limit protection of personal property to certain categories such 
as business inventories, stored agricultural products, etc. Still other bills would 
extend coverage to public properties, both real and personal. 

The National Association of Mutual Savi ings Banks believes and recommends 
that legislation should be enacted by the Congress to enable the Federal Govern- 
ment to make available flood insurance protection for private owners, both cor- 
porate and natural, of real property. In the year 1955 we have had several dis- 
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astrous examples of vast damage by flood on both the east and west coasts. 
The problem is national in character and, at the present time, does not appear 
to be subject to solution by private insurance companies at rates within the 
practical means of the average home owners. 

We urge that the various proposals to insure public properties against flood and 
other hazards be excluded from any bill which this committee may approve. 
Repair and replacement of public property, municipal, town, county, city, or State, 
should be provided for by the State legislature. In addition, Federal insurance 
of industrial and commercial real property should be definitely limited in amount 
as is provided by several of the bills pending before this committee. Large in- 
dustrial and commercial enterprises are usually capable of purchasing general or 
selective protection and, in many instances, are so well fixed as to act as self- 
insurers. 

We recommend that Federal risk insurance be limited to damage or loss re- 
sulting from flood. Many of the other natural risks included in some of the pend- 
ing bills are now insurable and are being insured against at reasonable rates by 
private insurance companies. This legislation, being in the nature of emergency 
action, should not result in the Federal Government entering into competition 
with the insurance companies in areas of coverage adequately serviced by the 
private insurance companies. 

As to the proposals in several bills that Federal insurance be made available 
against manmade disasters such as war, we believe that these measures would 
be entirely impractical and almost impossible of sound administration insofar 
as any realistic rate structure is concerned. None of us cun know if or when 
or where or how badly we might be hurt by an enemy assault. In the event of 
the awful contingency of attack, Congress can and will act in the best interests 
of our people with calculated measures patterned to known or imminent danger. 
To endeavor to tie in protection against these unknown and immeasurable war 
dangers with protection against flood damage would result in a hodgepodge 
insurance coverage impossible of reduction to a realistic and reasonable rate to 
the insured. 

Federal insurance against flood damage and loss should be financed principally 
by those private property owners who receive the protection, and should be 
optional as to participation. Whether protection on an optional basis is feasible 
will depend to the extent to which the rate to be charged appears reasonable to 
property owners in relation to their separate risks and, secondarily, whether 
secured creditors may reasonably require debtors to carry such insurance. The 
rate for such insurance will necessarily depend upon technical actuarial considera- 
tions beyond the scope of this statement, but we should like to point out at this 
time that the inclusion of business inventories and personal property in the 
coverage would tend to raise the rate. We have advocated the exclusion of 
personal property but, if these items are to be included in any measure passed 
by the Congress, we urge that the administrator of the Federal flood insurance 
program be empowered to fix separate rates for the different categories of property 
encompassed within the legislation. 

Several of the flood-insurance bills before this committee would provide for 
payment in part of the insurance premiums by the State in which the property 
is located. We believe this is to be a highly impractical provision, dependent as it 
is upon the action of State legislatures. The State participation might also lead to 
the increased possibility of the adverse selections of risks, that is, the possibility 
that only those States having historically high flood loss records would participate. 
If we are to get a Federal flood-insurance program into operation before the next 
season of threatened floods we must, and we believe we should, keep the whole 
program within the jurisdiction of the Federal Government. 

We have noted that some of the pending bills would prohibit the issuance of 
insurance contracts in the areas where private insurance is available. We believe 
that this exclusion would make the Federal program impractical of operation since 
private insurance is available in areas where the record of loss is least. This 
would result in the Federal program covering only the high-risk areas, with the 
imbalance in rate structure because of restricted spread. 

No provision should be made in any final enactment covering indirect losses 
due to flood. Such provision would open up a world of indefinite claims at the 
expense of the Federal Government and to the detriment of insured homeowners 
having direct losses. 

In summary, this association wishes to urge the following recommendations: 

1. That the Congress enact a Federal program to make available to private 
owners of real property insurance against damage and loss by flood; 
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2. That no provision be made in such program for the insurance of public 
property ; 

3. That the Federal insurance be limited to damage or loss by flood; 

4. That the Federal insurance program be financed principally by the private 
owners of the real property insured; 

5. That no participation in payment of premiums be required of the several 
States; 

6. That Federal flood insurance should-be available regardless of availability 
of private flood insurance; and 

7. The Federal program should not insure against indirect losses. 

Respectfully submitted. 

OxiveR & DONNALLY, 
General Counsel. 


Mr. Brown. This concludes the testimony on the various bills. 

Mr. Hrestanp. May I inquire as to our schedule next week? 

Mr. Brown. We have nothing scheduled for next week, so we will 
adjourn now to meet at the call of the chairman. 
(Whereupon, at 11:20 a. m., the committee adjourned.) 





Xx 





